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QO... THREE MONTHS before he began work on The Prince, 
Machiavelli wrote in a letter to his friend and colleague, the Floren- 
tine diplomat Francesco Vettori: “Fortune has decreed that, as I do 
not know how to reason either about the art of silk or about the art 
of wool, either about profits or about losses, it befits me to reason 
about the state."” The Machiavellians of today would probably be 
astonished by this, since it reveals the complete failure of Machia- 
velli to perceive any connection between economics and politics. 

A textbook for the modern prince should indeed contain, in addi- 
tion to Machiavelli’s classic chapters, extensive new sections on the 
most efficient use of quotas, exchange controls, capital investment, 
and other instruments of economic warfare. In this respect, practice 
has preceded theory. The extensive use of international economic 
relations as an instrument of national power policies has been, to- 
gether with the “war of nerves,” one of the main characteristics of 
the period preceding the outbreak of the present war. 

Discussion of this development has not generally proceeded from 
a reéxamination of the various theories of imperialism. The pro- 
ponents of these theories have tried to prove that the “inner contra- 
dictions of capitalism” lead inevitably to a struggle for markets and 
sources of raw materials. This struggle has been pictured as the 
main underlying cause of the bellicose policy of governments and 
of the ensuing wars. But present-day inquiries mostly take as pos- 
sible or as given a power-minded policy, whatever may be its politi- 
cal, economic, or psychological origins, and examine the use which 
such a policy makes of the economic instruments at its disposal. 
Though not directly concerned with the “economic causes of war,” 
this type of analysis can make clear important intermediate links 
in the process of causation of modern war.’ 


1¢La fortuna ha fatto che non sapendo ragionare né dell’arte della seta né dell’arte 
della Jana né de’guadagni, né delle perdite, e’mi conviene ragionare dello stato.”— 
Letter of April 9, 1513, in Machiavelli, Opere complete (Florence, 1833), p. 856. 
*See below, pp. 72 ff. 
[ix] 
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What might be called the New Machiavellism has already re- 
ccived a good deal of attention. The German trade offensive and eco- 
nomic penetration in such areas as southeastern Europe and Latin 
America has been thoroughly investigated by many economists, 
The processes and technical devices by which Germany achieved 
partial or total success and the political, social, and economic cir- 
cumstances which favored her during the ‘thirties have been given 
careful study. 

The present inquiry is directed to a more fundamental problem, 
It is concerned with the nature of a system of international trade 
that can very casily be exploited for purposes of national power 
policy. Is there in the trading system some inherent weakness which 
makes it vulnerable to the will of any government so minded to 
use it in the pursuit of power? Very little attention seems to have 
been given to this question. Yct its importance is obvious, since it 
points to an element in the international situation which is not 
necessarily temporary nor confined merely to the techniques and 
circumstances of which the Nazis took such good advantage. Upon 
the answer to this question may depend our position concerning 
the kind, extent, and organization of foreign trade which it wil] be 
desirable to reconstruct when the present war ends. 

Our purpose is therefore to analyze the political aspect of inter- 
national trade, the most important constituent of international eco- 
nomic relations. In this analysis we have found it useful to appeal 
to a variety of approaches—theorctical, historical, and statistical— 
which, it is hoped, will not blur the unity of our purpose. 


We begin our study with a brief survey of economic thought on 
the relationship between foreign trade and national power, from 
the Mercantilists on, Chapter II attempts a systematic theoretical 
approach to the subject. It first makes clear the fundamental basis of 
the possible use of foreign trade as an instrument of national power 
policy. Using well-known concepts of economic analysis, it proceeds 
to show under what conditions and by means of what policies this 
instrument is likely to attain its highest efficiency. The principles 
of power policy thus deduced theoretically are then compared with 
the actual practices followed by German trading methods in recent 
years. Toward the end of this chapter the reader will be carried into 
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a detailed discussion of certain problems of the theory of interna- 
tional trade which are touched upon earlier in the chapter. 

Chapter 111 is applied to the historical background of our prob- 
lem. It gives a survey of the literature on “economic aggression” 
before and during World War I and brings out the importance of 
the Paris Economic Conference of the Allies in 1916 for the Ver- 
sailles Treaty and postwar economic policies. We shall sce how 
opinion was divided in the main between two equally unsatisfactory 
positions: (1) the politicians, historians, and journalists, who, aided 
by protectionist economists, proposed to avert the danger of eco- 
nomic aggression by increased economic nationalism, and (2) the 
free trade economists who, answering on purely economic grounds, 
failed to see or denied the reality of the danger pointed out by their 
adversaries. : 

In the fourth chapter we review in the light of our theoretical and 
historical analyses certain safeguards or remedies which could be 
or have been proposed to prevent the use of foreign trade as an in- 
strument of national power policies. We arrive at the conclusion 
that nothing short of a severe restriction of economic sovereignty 
can achieve this purpose effectively. 

Certain questions raised in Part 1 can be answered in quantitative 
terms. Part 2 consists, thercfore, of an exposition of various trends 
of international trade in recent years disclosed by statistical analysis. 

We find that the total volume of trade handled by a country is 
an important factor in determining its power position in its dealings 
with any other single country. In Chapter V we therefore calculate 
an index number expressing the extent to which the trade of the 
large trading nations is or has been directed by preference toward 
the smaller trading countries. 

The ability of a country to spread its imports and exports equally 
over a large number of countries affects in an important way its 
“economic independence.” Since this point is especially important 
for the smaller countries, Chapter VI gives index numbers for the 
degree of concentration of their foreign trade on one or a few big 
markets or sources of supply. 

Finally, in Chapter VII, we measure the extent to which world 
trade has been based primarily on an exchange of manufactures 
against raw materials and foodstuffs. We arrive at the result that 
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the importance of this type of exchange has been much overrated 
relatively to other types: the exchange of (some) foodstuffs and raw 
materials against (some other) foodstuffs and raw materials, the 
exchange of (some) manufactures against {some other) manufac- 
tures, and the exchange of commodities in general against the so- 
called ‘invisible items” of the balances of payments. It is shown 
that the incorrect belief about the dominating position of the ex- 
change of manufactures against foodstuffs and raw materials has led 
the old industrial countries, and in particular Germany, to fear 
the collapse of their foreign trade as a consequence of the industrial- 
ization of che agricultural countries. This fear contributes to the 
understanding of certain economic policies of Imperial] as well as 
of Nazi Germany. 
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Part One 


THEORETICAL AND HISTORICAL 
ASPECTS 


CHAPTER I 


Economic Thought on the Relationship 
Between Foreign Trade and 
National Power 


Due oF an enduring liberal tradition, the conflict of 
social purposes which has been popularized by Goering’s blunt 
statement of the choice to be made between guns and butter sur- 
prised great numbers of people in the democratic countries. Often- 
heard phrases, like the perversion of normal economic activities or 
the diversion of national wealth from its true economic purposes, 

. indicate that in spite of the experience of the First World War the 
pursuit of power was still largely considered as a subordinate or 
exceptional aim of economic policy. 

True it is that ever since Max Weber economists have had some 
doubts about the meaningfulness of the term economic when ap- 
plied to ends and not to means. Nevertheless, academic discussion 
has sought mainly to determine which of the possible and sometimes 
conflicting definitions of welfare should be adopted as an objective 
of policy and what means would be most suitable to the kind of 
welfare desired.’ 

It is not surprising therefore that at first sight the pursuit of so 
different an objective as national power should have been deemed 
irreconcilable with the pursuit of any type of welfare. The alterna- 
tive between guns and butter became, in academic language, the 
opposition between two economic systems, the economics of welfare 
and the economics of power.’ 

If the proposal to make the power of the state a primary aim of 


+ With respect to monetary policy, this self-imposed limitation of academic discussion 
has been pointed out recently by H. 5. Ellis, “The Problem of Exchange Systems in the 
Post-War World,” The American Economic Review, Supplement, Vol. XXXII (March, 
1942), pp. 195-196. 

‘For a criticism of this terminology, see below, pp. 78 £. 


[3] 
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economic policy was a shock to many contemporary minds, it never- 
theless formed the basis and even the raison d’étre of earlier schools 
of economic thought, Machiavelli to the contrary notwithstanding. 
Perhaps Machiavelli’s discounting of the connection between eco- 
nomics and politics might be explained by his desire to establish 
still better the complete autonomy of political science which he 
had separated so emphatically from its traditional metaphysical 
and cthical framework. But soon after him, writers on economic 
subjects were to point out the excellent use to which external and 
internal economic relations might be put by a state anxious to in- 
crease its power. 

The policies advocated by the Mercantilists were toa large extent 
inspired by the double objective of increasing the wealth and the 
power of their own particular country. The reference by Bacon of 
a possible conflict between these two aims of economic policy seems 
to have been the one exception in a vast literature.’ In general, the 
aim of increased national power at the expense of rival states, on 
the one hand, and the aim of increased wealth, on the other, were 
brought into complete harmony by the balance of trade doctrine, 
which Icd the Mercantilists to assume that in its external economic 
relations a nation can increase its wealth only by decreasing the 
wealth of other nations. The instrument of the shift was thought 
to be a balance of payments leading to an influx of gold and silver. 
An increase in the stock of precious metals would contribute indeed 
to the power of the state either directly by the accumulation of treas- 
ure or indirectly by enriching the country, which would thus be in 
a better position to contribute to the power of the state by taxes 
and services. The connection established by the Mercantilists be- 
tween wealth and national power may therefore be put in the form 
of a perfect syllogism: 

Major premise: An increase of wealth of any country is an in- 
crease of its absolute power, and vice versa, 

Minor premise: An increase of wealth of any country, if brought 
about by foreign trade, is necessarily a loss of wealth for other 
, countries. , 

3 Speaking of the Navigation Laws, Bacon said it was the “ancient policy of this 
estate” to bow “from considerations of plenty to considerations of power.”’—Quoted 


from Bacon's History of the Reign uf King Henry the Seventh, in E, ¥. Heckscher, 
Mercantilism, Vol. II (London, 1935), p. 16. Cf, also the discussion on the place of 
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Conclusion: An increase of wealth through foreign trade leads 
to an increase of power relative to that of other countries—precisely 
the political aim of Mercantilist policy. Within the Mercantilist 
conception of wealth, a conflict between the wealth and power aims 
of the state is well-nigh unthinkable. 

Adam Smith’s best-known statement on our subject is, of course, 
that “defence is of much more importance than opulence.” If at- 
tention, however, is given only to this famous formula, his thought 
is easily seen in a false perspective. Before Smith, Hume had elab- 
orately discussed in his Essay on Commerce the relationship be- 
tween the “greatness of a state” and the “happiness of its subjects.” 
He had reached the conclusion that “in the common course of 
human affairs” the two are in complete harmony, but he mentioned 
the possibility of exceptions to the rule.* Adam Smith’s endorse- 
ment of “defence” in place of “opulence” is to be regarded as pre- 
cisely such an exception. The Navigation Laws were indeed the 
only governmental interference with economic life in England to 
escape his criticism. In general, Adam Smith seems not to be con- 
cerned about the probability of a conflict between welfare and 
power. In one of his definitions of political economy, he states that 
“the great object of the political economy of every country is to 
increase the riches and the power of that country.’”* Although his 
emphasis with respect to these two aims is different from that of the 
Mercantilists, he declares expressly in his chapter on “The Expence 
of Defence”: “In modern war the great expence of fire arms gives 
an evident advantage to the nation which can best afford this ex- 
pence and consequently to an opulent and civilized over a poor and 
barbarous nation." Thus, Adam Smith upheld the major premise 
of the Mercantilist syllogism even though wealth had not the same 
meaning for him as it had for the mercantilists. 

It was the minor premise which crumbled under the weight of 
Adam Smith’s proof that the gain of one nation is not necessarily 
the loss of another, but that, on the contrary, trade always benefits 
all participating nations. Therefore, the conclusion concerning the 


power considerations in Mercantilist doctrines in Jacob Viner’s review of Heckscher's - 
work, in Economic History Review, Vol. IT (1935), p. 100, and Heckscher’s reply, op. cit., 
Vol. VII (1936), p. 481. 

* Adam Smith, Wealth of Nations, Modern Library ed. (New York, 1937), p. 431- 

®> David Hume, Essays and Treatises on Several Subjects, Vol. I (Edinburgh, 1800), 
pp. 271-282. * Smith, op. cit., p. 352. 7 Smith, op. cit., p. 669. 
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relative power of the country after the increase of wealth by foreign 
trade was no longer certain.’ / 

This argument is at the root of the intellectual opposition of wel- 
fare and power which has been so well expressed by Mr. Hawtrey: 

So long as welfare is the end, different communities may codperate 
happily together, Jealousy there may be and disputes as to how the 
material means of welfare should be shared. But there is no inherent 
divergence of aim in the pursuit of welfare. Power, on the other hand, 
is relative. The gain of one country is necessarily loss to others, its loss 
is gain to them. Conflict is the essence of the pursuit of power.” 


Although the free trade argument is not logically conclusive from 
the point of view of a policy the main objective of which is relative 
power, it has not been exposed to much attack on this score. The 
main argument of the protectionists against free trade has long been 
directed to the supposed dangers inherent in excessive specializa- 
tion. The inability under free trade conditions to develop national 
resources which would contribute to the economic and military 
power of the state and the apprehension of being cut off from essen- 
tial supplies during an emergency have again and again proved two 
essential supports of protectionist and autarkic policy. 

It would, of course, be a drastic oversimplification to view the 
conflict between protection and free trade as merely a struggle be- 
tween the welfare and the power motives of commercial policy. If 
this were so, the antagonists in the field of foreign trade policy would 
have been talking entirely at cross-purposes. An examination of the 
reasons given for free trade or protection shows that both theories, 
never afraid of proving too much, have claimed: 

1) that they are to be recommended on purely economic grounds; 


2) that they lead to international peace; 
3) that they are best fitted to prepare a country for war. 


The numerous and often conflicting arguments advanced on either 
side made possible the charge of hypocrisy, with which the protec- 
tionists have been especially fond of taxing the free traders. 


* Indeed, immediately after having proved that nations derive a mutual benefit from 
foreign trade, Adam Smith points to an instance in which welfare may be increased to 
the detriment of the power position of the country: “The wealth of a neighboring 
nation, however, though dangerous in war and politics, is certainly advantageous in 
trade.”"—Smith, op cit., p. 461. 

*R. G, Hawurey, The Economic Aspects of Sovereignty (London, 1930), p. 27. 
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We are not concerned here with the economic arguments.” As to 
the nonéconomic arguments for protectionism, it is historically in- 
teresting to note that they have not always been concerned with the 
conservation of certain social groups or with war preparedness. Lack 
of sympathy with foreign trade, because it might involve the nation 
in foreign entanglements, is a characteristic feature of American 
isolationism; an early and radical exponent of this idea was Fichte, 
who proposed his Closed Commercial State because he was con- 
vinced that commerce led inevitably to war. This ideal is a poly- 
phonic humanity in which each nation, having closed its frontiers, 
achieves the full expression of its individuality.” 

Among the noneconomic arguments for tree trade, the main con- 
tention was of course that trade would prove a “bond of friendship 
between nations.” When derided as utopians or accused of lack 
of patriotism, however, free traders have usually fallen back upon 
the argument that foreign trade enriches a country and thus helps 
its defense. This argument, which goes back to Adam Smith, has 
been repeated in defense of free trade ever since his day, especially 
in times of actual or impending war.” It is definitely linked with 
the somewhat outmoded theories stressing the potentiel de guerre 
as the main factor of war preparedness. 

In addition, free traders have tried to belittle the danger of de- 
pendence pointed out by their adversaries. Thus, in the course of 
the Parliamentary Debates on the Corn Laws, Macaulay found an 
interesting counterargument to the charge of dependence arising 
out of free trade: “Next to independence, and indeed, amounting 
to practically the same thing,” he argued, “is a very wide depend- 
ence, a dependence on the whole world, on every state and climate.” 

The mention of climate is particularly revealing for the state of 


“For a systematic analysis, see Gottfried Haberler, The Theory of International 
Trade (New York, 1937), pp. 221-295. 

"J. G. Fichte, Sémmtliche Werke, Vol. U1 (Berlin, 1845), pp. 467-469, 489, 512. 

*CF. Ludwig V. Mises, “Vom Ziele der Handelspolitik,” Archiv fir Sozialwissen- 
schaft, Vol. XLII (1916), p. 576; Lionel Robbins, “The Fundamental Reasons for In- 
creased Protectionism,” in The Improvement of Commercial Relations Between Nations 
(Paris, 1936), p. 27; also, Stefan Possony, Tomorrow’s War, Its Planning, Management 
and Cost (London, 1938), pp. 147 £., 201; Wilhelm Répke, International Economic Dis- 
integration (London, 1942), pp. 101 £. 

“ Hansard (gd ser.), LX, 469, quoted in Commerce and Industry, ed. by William 
Page (London, 1919), p. 131. As we shall see later (on P. 73), the essence of this argu- 
ment goes back to Adam Smith. 
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discussion which prevailed at that time—the advent of Great Brit- 
ain’s free trade policy. The connection between the potato famine 
in Ireland and the repeal of the Corn Laws in 1846 is well known. 
It was obvious that free trade, by extending the area of commerce, 
would lessen the dependence on weather and therefore the dangers 
of famine. This argument has been one of the main weapons of free 
traders ever since Adam Smith’s discussion of the Corn Laws. Fichte 
felt the weight of the argument so much that in a special section 
of his Closed Commercial State he tried to show how, in the absence 
of foreign trade, the danger of famine could be obviated by the 
piling up of stocks in good years.” But for centuries wars and famines 
had been considered as two very similar and God-sent scourges of 
mankind. Only exceptional pessimists could imagine that a trend 
of development which pointed to the elimination of the danger of 
famine would not check, but would increase the dangers of war." 

It was, however, somewhat paradoxical to argue that the increased 
reliance of Great Britain on the outside world for her wheat supply 
would actually decrease her dependence in the event of war or in 
crop failure. Such an argument clearly presupposes either freedom 
of the seas or a mighty British fleet. Consequently, it has often been 
argued on the Continent that free trade was the “right” policy for 
England, but not for other countries. Macaulay’s argument in favor 
of a greater geographical dispersion of commercial relations, how- 
ever, has the great merit of pointing to the possibility of lessening 
the dependence created by foreign trade by modifying the distribu- 
tion of that trade. 

This idea could come to its full fruition only after commercial 
policy had been provided with the weapons necessary to influence 
the geographical distribution of foreign trade. As long as the most- 
favored-nation clause was prevalent in commercial treaties and 
trade was regulated mostly by tariffs, governments had relatively 
little influence upon the geographical course of trade, or, at any 
rate, were not fully conscious of possessing this influence. In the 


“ Fichte, op. cit., pp. 428-431. How, in a world of surpluses, this argument has fallen 
into oblivion has been pointed out recently by Ropke, op. cit., p. 143. 

* An example of this kind of pessimism is given by a passage of Flaubert’s correspond- 
ence: “The great collective (public) works, like the construction of the Sucz Canal, 
might well be, in another form, adumbrations and preparations of these monstrous 
conflicts which we cannot conceive!” —Correspondance, Vol. TV (Paris, 1893), p. 29- 
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interest of their power policy, they tried to strike a rough balance 
between the economic and possible military advantages of foreign 
trade on the one side and its dangers on the other. 

This is the policy actually advocated in a study by Herbert Wergo, 
a German economist writing before the advent of Hitler on the 
alternative virtues of free trade and protectionism in promoting the 
power policy of the state.” According to Wergo, free trade and pro- 
tectionism should not be considered as mutually exclusive policies. 
Both can be of service to the state. The practical outcome of such a 
theory would be the division of the national economy into two 
parts, a protected one, considered as “essential,” and a free part, the 
aim of which would be to secure a cheap and plentiful supply of 
“nonessential” goods. Actually, this was the policy pursued by most 
states even before the outbreak of the First World War. 

All these policies proposed by free traders, protectionists, or eclec- 
tics as being conducive to more economic power have the com- 
mon characteristic that they do not necessarily lead to an increase 
in relative power, which is, after all, the only objective that matters. 
It is true that the danger of a nation’s falling behind other nations 
because of the lack of a proper policy was often pointed out. But if 
all nations pursued the “right” policy—whatever this was held to 
be—protectionists and free traders alike could have no reasonable 
hope of a change in the balance of economic power in favor of any 
particular country. In other words, the contribution of commercial 
policy to the power of the state was thought of more as a necessary 
condition for the successful forging of the weapons than as one of 
the weapons making power supremacy possible. 

This position was a natural one for the free traders whose whole 
case rested on the demonstration of the mutual benefit accruing 
from commercial intercourse to the various countries trading to- 
gether. But the protectionists had their eyes fixed exclusively upon 
the dependence incurred through foreign trade by their respec- 
tive national economies. Thus, they overlooked the fact that the 
dependence created by trade, like the benefit derived from it, has 
a double aspect.” 


* Herbert Wergo, Frethandel und Schutzzoll als Mittel staatlicher Machtentfaltung, 
Probleme der Weltwirtschaft, Vol. 45 Gena. 1928), 

“In international investments exactly the opposile negtect has been prevalent, i.e., 
only the influence acquired thraugh investments in other countries has generally been 
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This double aspect—the fact that dependence of country A on 
country B implies at the same time dependence of B on A—had on 
the contrary been seized upon by the internationalists who saw in 
it the basis for their hope that trade would create national or at least 
strong sectional] interests opposed to war.” To convey this idea they 
used the terms mutual dependence, interdependence, inextricable 
network of markets, etc. This line of thought has a long history 
which can be traced back to Montesquieu.” Its best-known expo- 
nents are Cobden and Sir Norman Angell, although the latter’s out- 
look is far less optimistic than that of Cobden, because Sir Norman 
no longer takes it for granted that man will always eventually per- 
ceive and follow his real interests. 

In his famous eulogy of international trade, John Stuart Mill 
adhered to the view that commerce caused mutual dependence and 
would thereby constitute a force for peace.” But by his contributions 
to economic theory he undermined at the same time these very 
hopes. The necessary basis for the idea that the interdependence 
created by trade would or should lead to a peaceful collaboration 
between nations, is, indeed, the belief that the dependence of A 
on B is roughly the same as the dependence of B on A, Mill was one 
of the first to show that the material benefit derived from interna- 
tional trade is not necessarily divided equally between the various 
trading nations.” Ever since Mill’s time Anglo-Saxon economists 
Se ee ee 


given consideration. Staley has pointed out that by investing abroad a nation also be- 
comes more or less dependent upon the country in which it invests, He writes: “Objec- 
tively, one can think of respects in which American policy becomes subject to influences 
from Europe as a result of capital investments in Europe, as well as of ways in which 
European policy becomes subject to influences from America—in fact in the realm of 
foreign policy and as between advanced countries, there is strong reason for believing 
that the borrowing nation has more leverage on the policies of the creditor nation than 
vice versa,”—Eugene Staley, War and the Private Investor (New York, 1935), p. 406. 

* This argument is distinct from, though related to, the idea that commerce, bring- 
ing about the very enrichment which is the aim or pretext of most wars, would render 
war unnecessary. (See below, pp. 28 f.} 

* “The natural effect of commerce is to bring about peace. Two nations which crade 
together, render themselves reciprocally dependent: if the one has an interest in buy- 
ing the other has an interest in selling; and all unions are based upon mutual needs,”"— 
Montesquieu, De l’Esprit des Lois, Book XX, Chap. II, in G:uvres, Vol. I (Amsterdaia 
and Leipzig), p. 446. 

™“It is commerce which is rapidly rendering war obsolete, by strengthening and 
multiplying the personal interests which are in natural opposition to it.”—John Stuart 
Mill, Principles of Political Economy, 7th ed. (London, 1929), p. 582. 

* J.S. Mill, Essays on Some Unsettled Questions of Political Economy, Essay 1 (Lon- 
don, 1844), pp. 1-46. 
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have given much thought to the ways in which the terms of trade 
might be altered by changing conditions or by adopting policies 
favorable to one nation. Bastable later showed how, under the hy- 
pothesis of trade between two socialist states, the theory of bilateral 
monopoly would become applicable.” The country with superior 
bargaining power might, on this basis, be able to obtain the whole 
gain from trade. Similar situations were found to prevail when 
trade takes place between two countries of different size or with 
different degrees of specialization.” Preoccupation with questions 
of this type has even led Edgeworth to affirm that “the principal 
characteristic peculiar to international trade is, I think, the possi- 
bility of a nation benefiting itself by a tax on exports and imports,’ 

Thus, although the reasoning of the Mercantilist balance of trade 
theory had been decisively discredited by the criticism of Hume 
and Adam Smith, some of its main conclusions were rehabilitated, 
not as a certainty, but as a possibility by the theory of the terms of 
trade: It was shown that international trade might work to the ex- 
clusive or disproportionate benefit of one or a few of the trading 
nations. 

It need not surprise us that the obvious power implications of 
these findings for the political dependence arising from trade, 
somewhat neglected by English economists, have been seized upon 
by their German colleagues. Thus, Max Scring wrote as early as 
1goo: “It has been wrongly contended that in the economic inter- 
course of nations the dependence is always a mutual one, that always 
equal values are exchanged. As between private persons, there exist 
between national economies relations of exploitation and of sub- 
jection."™ Buc Sering, engaged in giving plausible reasons for the 
building of a German fleet, did not pay much attention to the eco- 
nomic conditions and techniques which would lead to such an 
unequal distribution of the mutual dependence arising from trade. 


*C. F, Bastable, The Theory of International Trade, 4th ed. (London, 1903), pp. 
25-29; see also criticism by F. Y. Edgeworth, “Fhe Theory of International Values,” 
Economie Journal, Vol. TV (1894), p. 622. 

*Cf, J. S. Nicholson, Principles of Political Economy (London, 1897), pp. 309-311; 
see also Haberler, op. cit., pp. 148-149. 

*F. Y. Edgeworth, Papers Relating to Political Economy, Vol, 11 (London, 1ggs), 

- 1g. 

: = Max Sering, “Die Handelspolitik der Grossmachte und die Kriegsflotte,” in Han- 
dels- und Macht potitik, Val. II (Stuttgart, 1g00), p. 31. 
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Only scattered thoughts on this subject can be found in the subse- 
quent literature. We shall attempt here a systematic exposition of 
the question of why and how foreign trade might become or might 
consciously and efficiently be used as an instrument of national 
power policy. The main contributions in this field have been prac- 
tical ones, the German trade offensive in southeastern Europe being 
the outstanding and most recent example. We believe that by a 
theoretical analysis we may arrive at a fundamental diagnosis and 
ultimate cure of the ills which under the names of “economic pene- 
tration” and “bloodless invasion” have repeatedly afflicted recent 
history. 


CHAPTER II 


Foreign Trade As an Instrument of 
National Power 


I, THIS WORK the term national power is used in the sense 
of power of coercion which one nation may bring to bear upon 
other nations, the method of coercion being military or “peaceful.” 
In trying to expand its power a nation must take account of many 
factors—historical, political, military, psychological, and economic. 
Among the economic determinants of power, foreign trade plays an 
important part. In order to analyze the way in which foreign trade 
contributes to a certain distribution of power among the various 
nations, it must be isolated temporarily from the other determi- 
nants; for the purpose of our inquiry these other determinants may 
be impounded in a vast ceteris paribus upon which, for the sake of 
rendering our analysis more realistic, we shall have to draw from 
time to time. 

It will then be our aim to understand why and how relationships 
of dependence, of influence, and even of domination can arise out 
of trade relations. We are not concerned with the opposite line of 
causation which. also exists and which may even have had a greater 
historical importance: the question of how a given distribution of 
power influences trade relations. It will, however, be well for the 
reader to remember that frequently the adoption of certain eco- 
nomic policies leading to greater power for a given nation is possible 
only if there exists an initial power disequilibrium in favor of that 
nation. 

Colonial trade often gives us the opportunity of observing this 
type of cumulative effect. An initial power supremacy enables the 
imperial power to shape the direction and composition of the col- 
ony’s trade, and the trade relations which are thus established in 
turn strengthen markedly the original power position held by the 
imperial power. 


{13} 
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THE Two Errects oF ForEIGN TRADE 


‘Foreign trade has two tain effects upon the power position of a 
country. The first effect is certain to be positive: By providing a 
more plentiful supply of goods or by replacing goods wanted less 
by goods wanted more (from the power standpoint), foreign trade 
enhances the potential military force of a country. This we may 
call the supply effect of foreign trade. It not only serves to strengthen 
the war machine of a country, but it uses the threat of war as a 
weapon of diplomacy. Although we have seen that free traders have 
advised statesmen to rely on the supply effect of foreign trade, pro- 
tectionists have warned them of the dangers of its cessation during 
war, which, thcy say, is precisely when it will be most needed. But 
this danger might be Jessened and the supply effect safeguarded: 

1) by securing control of the oceanic trade routes; 

2) by a policy of extensive preventive accumulation of stock piles in 
tines of peace; 

3) by redirecting trade toward those countries from which the danger 
of being cut off is minimized. 


The attempt to trade more with neighboring, friendly, or subject 
countries is largely inspired by this consideration, and it has been 
one of the most powerful motive forces behind the policies of re- 
gionalism and empire trade. 

All these points are obvious and hardly need further elaboration. 
As far as the supply effect is concerned, foreign trade serves as a 
means of increasing the efficiency of the military pressure which one 
country might bring to bear upon other countries. But, just as war 
or the threat of war can he considered in turn as a means of obtain- 
ing a certain result, so the supply effect of foreign trade is an indirect 
instrument of power, the direct instrument being war or the threat 
of war. In its final result, therefore, the supply effect of foreign 
trade requires at least the possibility of war. 

The second effect of foreign trade from the power standpoint is 
that it may become a direct source of power. It has often been hope- 
fully pointed out that commerce, considered as a means of obtaining 
a share in the wealth of another country, can supersede war. But 


* This idea, which points to trade as an “economic equivalent to war,” appears, for 
example, in the following characteristic passage from the famous anti-Napoleon tract 
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commerce can become an alternative to war also—and this leads to 
a less optimistic outlook—by providing a method of coercion of its 
own in the relations between sovereign nations. Economic warfare 
can take the place of bombardments, economic pressure that of saber 
rattling. It can indeed be shown that even if war could be elim- 
inated, foreign trade would lead to relationships of dependence and 
influence between nations. Let us call this the influence effect of 
foreign trade, and, because of its importance, give the greater part 
of this chapter to its analysis. 

The terms dependence and influence have hitherto been used 
indiscriminately to describe the situation which seems invariably 
to arise out of the trade relations between two sovereign states. But 
why does such a situation arise at all? In other words, what is the root 
cause of the political or power aspect of international economic rela- 
tions? To answer this question we must concede that the explanation 
of the great power held in the past by Great Britain was the fact 
that she possessed strategic bases, such as Gibraltar, Suez, and Singa- 
pore. The possession of these bases had two consequences: First, it 
guaranteed the security of British trade; second, as a welcome by- 
product, it enabled Great Britain to cut off the trade of other coun- 
tries passing through these points, be it trade with Great Britain or 
trade between two other countries. This second consequence gave 
her considerable direct power over, and influence in, other coun- 
tries, in that they were always exposed to the potential threat of a 
sudden stoppage of their trade at Britain’s will. 

But every sovereign nation has some influence of this kind, since 
through the control of its frontiers and the power over its citizens 
it can at any time interrupt its own export and import trade, which 
is at the same time the import and export trade of some other coun- 
tries. The stoppage of this trade obliges the other countries to find 


of Benjamin Constant: “War and commerce are but two different means of arriving 
at the same aim which is to possess what is desired. Trade is nothing but a homage 
paid to the strength of the possessor by him who aspires to the possession; it is an 
attempt to obtain by mutual agreement that which one does not hope any longer to 
obtain by violence. The idea of commerce would never occur to a man who would 
always be the strongest. It is experience, proving to him that war, ie., the use of 
his force against the force of others, is exposed to various resistances and various fail- 
ures, which makes him have recourse to commerce, that is, to a means more subtle 
and better fitted to induce the interest of others to consent to what is his own inter- 
est."—De l’Esprit de Conquéte et de !' Usurpation dans leurs rapports avec la Civilisa- 
tron Européenne, Part I, Chap. 11. 
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alternative markets and sources of supply and, should this prove 
impossible, ic forces upon them economic adjustments and lasting 
impoverishment. True, the stoppage of trade will also do harm to 
the economy of the country taking the initiative in bringing about 
the stoppage, but this is not unlike the harm an aggressive country 
can do to itself in making war on another. A country trying to make 
the most out of its strategic position with respect to its own trade 
will try precisely to create conditions which make the interrup- 
tion of trade of much graver concern to its trading partners than 
to itself. Tariff wars and interruptions of trade rarely occur, but 
the awareness of their possibility is sufficient to test che influence of 
the stronger country and to shape the policy of the weaker. 

That economic pressure upon a country consists mainly of the 
threat of severance and ultimately of actual interruption of exter- 
nal economic relations with that country was clearly recognized by 
Article 16 of the Covenant of the League of Nations. The intention 
of Article 16 was to coordinate and combine the power positions 
which the various member states of the League had acquired in the 
aggressor country by entertaining commercial and financial rela- 
uons with it. 

Thus, the power to interrupt commercial or financial relations 
with any country, considered as an attribute of national sovereignty, 
is the root cause of the influence or power position which a country 
acquires in other countries, just as it is the root cause of the “de- 
pendence on trade.” It should be noted that the only condition for 
the emergence of these political aspects of trade relations is that 
of unfettered national sovereignties. It has often been pointed out 
that central regulation by separate sovereign units leads to a danger- 
ous “politicalization” of trade.’ Undoubtedly the identification of 
every private interest with national interest and prestige may add 
a heavy strain on international relations. But state regulation by 
no means creates the political aspects of international economic rela- 
tions (as the term politicalization seems to imply). It merely empha- 
sizes them or makes them more apparent and exploitable. For the 
political or power implications of trade to exist and to make them- 


* J. B. Condliffe, The Reconstruction of World Trade (New York, 1940), p. 56; Lionel 
Robbins. Economic Planning and International Order (London, 1937); pp. go f.; Sir 
Arthur Salter, “The Future of Economic Nationalism,” Foreign Affairs, Vol. X (Octo. 
ber, 1932), p. 18; Eugene Staley, World Economy in Transition (New York, 1989), P. 178. 
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selves felt, it is not essential that the state should exercise positive 
action, i.€., organize and direct trade centrally; the negative right of 
veto on trade with which every sovereign state is invested is quite 
sufficient.” We shall now examine the conditions making this right of 
veto or the power to interrupt trade an effective weapon in the 
struggle for power. To bring these conditions about will obviously 
be the goal of a nation using foreign trade as an instrument of 
power policy.‘ 


THe INFLUENCE Errect OF ForeiGn TRADE (SECTION 1) 


What we have called the influence effect of foreign trade derives 
from the fact that the trade conducted between country A, on the 
one hand, and countries B, C, D, etc., on the other, is worth some- 
thing to B, C, D, etc., and that they would therefore consent to grant 
A certain advantages—military, political, economic—in order to re- 
tain the possibility of trading with A, If A wants to increase its hold 
on B, CG, D, etc., it must create a situation in which these countries 
would do anything in order to retain their foreign trade with A. 
Such a situation arises when it is extremely difficult and onerous for 
these countries: 


1) to dispense entirely with the trade they conduct with A, or 
2) to replace A asa market and a source of supply with other countries. 


The principles of a power policy relying on the influence effect 
of foreign trade are in their essence extremely simple: They are all 
designed to bring about this “ideal” situation. 


* The powers of the state with respect to foreign trade conducted by private enterprise 
may be compared to the powers of a labor union which, though refraining from collec- 
tive bargaining, would have the power to call a strike and to determine its length. It 
will probably be granted that, in this case, most of the effects of combination would 
still obtain, 

‘Since the power position of a country will be of importance in its commercial nego- 
tiations, the inquiry which follows gives incidentally an analysis of what is commonly 
called bargaining power. This term, however, for three distinct reasons, is inactequate 
for our purposes. First, the achieving of tariff and similar concessions is only one of the 
many uses to which the political power arising from foreign trade might be put; cf., 
in this connection, Hans Staudinger, “The Future of Totalitarian Barter Trade,” Social 
Research, Vol. V11 (November, 1940), p. 426. In the second place, bargaining power in 
commercial negotiations is traditionally associated with a certain position of the trade 
balance between the two countries in negotiation, a view which will be explained and 
criticized below (pp. 32 f.). Third, the term bargaining power has a definite meaning in 
the theory of bilateral monopoly which is markedly different from the meaning which 
it would assume in our analysis, This difference and its implications are shown on pages 
45-46 of this chapter, 
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Our analysis of these principles is divided into two parts. In the 
first, it is assumed that the countries which are the objects of the 
power policy have no possibility of shifting their trade with A to 
each other or to third countrics, whereas country A remains free 
to trade with whatever country it desires. Given this assumption, 
which wil] be dropped in the second part of our analysis, we have to 
pay attention only to the first characteristic of the “ideal” situation. 

The difficulty for country B, C, D, etc., of dispensing with the 
trade conducted with A seems to depend on three main factors: 


1) The total net gain to B, C, D, etc., of their trade with A; 

2) The length and the painfulness of the adjustment process which A 
may impose upon B, C, D, etc., by interrupting trade; 

3) The strength of the vested interests which A has created by its trade 
within the economies of B, C, D, etc. 


GAIN FROM TRADE AND DEPENDENCE ON TRADE 


The influence which country A acquires in country B by foreign 
trade depends in the first place upon the total gain which B derives 
from that trade; the total gain from trade for any country is indeed 
nothing but another expression for the total impoverishment which 
would be inflicted upon it by a stoppage of trade. In this sense the 
classical concept, gain from trade, and the power concept, depend- 
ence on trade, now being studied are seen to be merely two aspects 
of the same phenomenon, and this connection can serve as a modern 
application of the ancient saying fortuna est servitus. 

The whole theory of the gain from trade and its distribution 
therefore becomes relevant to our subject. The gain from trade has 
been defined by Marshall in the following terms: “The direct gain 
which a country derives from her foreign trade is the excess of the 
value to her of the things which she imports over the value to her 
of the things which she could have made for herself with the capital 
and labour devoted to producing the things which she exported in 
exchange for them.’* This definition brings out clearly that the gain 
from trade cannot be measured either by comparing the satisfaction 
derived from the consumption of the imports with the satisfaction 
which could be derived from the consumption at home of the exports 
or by comparing the hypothetical domestic cost of the imported com- 


‘ Alfred Marshall, Money, Credit and Commerce (Loudon, 1923), Pp- 109-110. 
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modities with their actual cost.’ If a country was shut off from trade 
it would normally neither continue to produce the goods formerly 
exported nor try to produce at home all the goods formerly im- 
ported, but, given the reduced resources, an adjustment would take 
place toward the production of the goods most desired. 

Professor Viner has elaborated an even more complex concept 
of the gain from trade. He has shown that differences in satisfaction 
between the trade and the no-trade situation might occur not only 
through a different composition of the goods to be consumed in the 
two situations, but also because of differences in the occupational 
pattern or in the general balance between work and leisure in the 
country concerned.” 

Provided we keep in mind the qualification arising from these 
considerations, Marshall’s definition still gives a good account of 
the value of trade to a country or, in other words, of that part of a 
country’s well-being which it is in the power of its trading partners 
to take away. 

The first conclusion which could be drawn from the connection 
which we have established between gain from trade and dependence 
on trade is that in order to increase its influence in other nations, 
nation A should simply bring about an expansion of its foreign 
trade. In accordance with a general presumption established by 
theory, a voluntary increase of trade on the partof A’s trading part- 
ners is indeed indicative of an increase of their gains from trade 
and, hence, of their dependence on A. But this reasoning overlooks 
the fact that in this way the influence which the other nations hold 
in country A would also be increased. Some countries might be able 
to neglect this consideration because of their geographical position, 
their military power, or other noneconomic elements. But, in gen- 
eral, a country embarking on a power policy will have fixed for the 
amount of its trade relations with foreign countries a certain maxi- 
mum limit which it will think unsafe to exceed.’ 


* The latter error was attributed by Malthus to Ricardo. Cf. Jacob Viner, Studies in 
the Theory of International Trade (New York, 1937), p- 528. 

T Viner, op. cit., pp. 519 ff. 

*It remains true that complete autarky can hardly be considered as an element of an 
intelligent power policy. And if the nations which have proclaimed autarky as their 
ultimate goal have remained far off the mark, this may be due not only to the economic 
difficulties which they have experienced in trying to dispense with foreign trade, but 
also because they haye found it politically inexpedient to do without trade relations. 
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If we take account of this objection, another method might be 
proposed: country A, seeking to increase its influence in country B, 
might have an interest in altering the terms of trade in B's favor. 
Here, then, it would seem, we have an ideal instance of the opposi- 
tion between a policy trying to maximize national income and a 
policy setting out to maximize national power. 

‘This statement, however, needs qualification and elaboration. In 
the first place, the functional relationship between gain from trade 
and dependence on trade points to a potential clash, not only be- 
tween national income or welfare and power, but also between the 
two different types of power policy, the one relying mostly on the 
supply effect of foreign trade and the other relying upon the influ- 
ence effect. It is indeed clear that a policy using foreign trade as its 
instrument may sometimes have to choose between better terms of 
trade, i.e., more plentiful supply of needed materials for a given 
quantity of home products, on the one hand, and more influence 
on the trading partner, on the other, 

But is there an inevitable conflict between national welfare and 
national power, or, within a power policy, between the supply effect 
and the influence effect of foreign trade? This is a necessary conclu- 
sion only if we accept the common conception that a given amount 
of trade results in a fixed total gain to be distributed between the 
trading countries according to some ratio determined by the terms 
of trade. An increase of the gain of A can then only be procured at 
the cost of a decrease of the gain of B. This view, however, should 
be suspect if only because of its resemblance to the cruder Mercan- 
tilist idea that A’s gain is B’s loss. 

Acmally we have here to clear up a terminological confusion 
which is at the root of the whole matter. What is commonly called 
total gain from trade is by no means, as one might expect, the sum 
of the gains from trade as defined by Marshall for the individual 
participating countries. The term total gain, as used generally, is 
rather to be understood as the physical surplus of goods made pos- 
sible by the international division of labor. This physical surplus 
is indeed fixed under given cost and demand conditions. It might 
be called the total objective gain from trade. But a moment's reflec. 
tion should show that although this objective gain might be wholly 
nonexistent (as in the absence of any international specialization 
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following the opening up of trade), a substantial subjective gain as 
defined by Marshall might still accrue to the various countries, pro- 
vided only that they do not produce the same range of commodities.’ 

If, therefore, an objective gain from trade in the form of a physical 
surplus of goods is not even a necessary condition for the emergence 
of a subjective gain from trade, the existence of a close relation- 
ship between the distribution of the objective and the subjective 
gains as between the countries trading together may be legitimately 
doubted. The theory of the terms of trade has succeeded in showing 
how the objective gain is distributed and how its distribution can 
be affected by changes in tastes and techniques or by commercial 
policies. It has generally been thought that the terms of trade give 
a broad indication of the gain from trade; and in spite of its many 
limitations pointed out by Professor Viner,” this method of ap- 
proach still seems fruitful if one is interested mainly in knowing 
when a country increases or decreases the gain from its trade with 
another specified country, as this can under static conditions—i.e., 
with tastes and techniques constant—occur only through a move- 
ment of the terms of trade in its favor. But the method fails us de- 
cisively if we are interested, not in the increments of the subjective 
gain from trade, but in its total amount for any given situation. It 
is indeed not possible to assert that the respective extents of the sub- 
jective gains from trade correspond to the division of the objective 
gain without assuming for the two countries a similarity of tastes 
and of the levels of satisfaction prior to trade—in other words, with- 
out assuming the whole problem away. In the absence of such 
assumptions there is no reason whatsoever why a country should not 
obtain a smaller part of the physical surplus of goods obtained by 
international specialization whilst deriving a larger increase in satis- 
faction from trade than its trading partner.” 


* Even under the very simplest classical assumptions of two commodities of similar 
importance, two countries of similar size, constant costs, absence of transport costs, and 
similar tastes in the two countries, it can be shown that further specialization after the 
opening up of trade, as required by the principle of comparative cost, is hot a pre- 
requisite for the existence of some subjective increase in satisfaction from trade. CE. 
diagrammatical exposition of this case on pages 49-52 of this chapter. 

* Viner, op. cit., pp. 555-582. 

“The belief that the position of che terms of trade gives a clue to the respective 
extent of the subjective gains from trade has been much strengthened by the often- 
quoted case of two countries of unequal size trading in two commodities. In this 
hypothesis the larger country specializes only partly, its pre-trade ratio of exchange 
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The inquiry into the factors which determine the amount of the 
subjective gain from trade has to be made directly. It has been 
undertaken with the help of diagrammatical illustrations by the 
neoclassical writers, Edgeworth” and, in particular, Marshall." Mar- 
shall’s conclusion, which is unaffected by two errors in his method," 
is that “the surplus (of country G) is the greater, the more urgent 
is G’s demand for a small amount of E’s goods and the more of them 
she can receive without any great movement of the rate of inter- 
change in her favor.” In other words, with a given volume of trade 
the subjective gain is smallest if the supply-demand schedule of a 
country maintains a high elasticity throughout its relevant part; 
whereas the gain would be largest if a country’s demand, after hav- 
ing been very elastic for small amounts of the other country’s goods, 


becomes inelastic in its later (and relevant) stages.” 
eee 
between the two commodities remains unchanged and the whole physical surplus of 
production due to specialization accrues to the smaller country whilst the supply in 
goods of the larger country remains unchanged. But so far from being an illustration 
of the general correspondence between the position of the terms of trade and the ex- 
tent of the subjective gains, this is actually the only case in which the correspondence 
holds—a quite paradoxical case—as trade leads neither to an increase in quantity nor 
to a change in composition of the goods consumed in one of the trading countries. 

“F. Y. Edgeworth, “On the Application of Mathematics to Political Economy,” Jour- 
nal of the Royaf Statistical Society, Vol. LI (1889), pp. 558-560. Edgeworth reproduces 
in the main the “beautiful reasoning” of Auspitz and Lieben, Untersuchungen iiber 
die Theorie der Preise (Leipzig, 1889), pp. 413~415. In a later work, “The Theory of 
International Values,” Economic Journal, Vol. 1V (1894), Edgeworth deals essentially 
with the increments in the gain from trade, not with the total amount; cf. Viner, op. 
cit., p. 576 and footnote 3. 

* Marshall, op. cit., Appendix J, pp. 338-340. 

* As pointed out with respect to the algebraic illustration by Allyn A. Young, “Mar- 
shall on Consumer’s Surplus in International Trade,” Quarterly Journal of Economics, 
Vol. XXXIX (1924), pp. 144-150, and with respect to the diagrammatical exposition by 
Viner, op. cit., pp. 570-575. Viner also shows that the more general objection of Allyn 
A. Young against the whole concept of Marshall's “surplus” in international trade 
(which is nothing but another expression for the subjective gain from trade) does not 
hold, 

“In this context elasticity means the response of the imported quantity to a change 
in the terms of trade. Although it is not identical with the ordinary concept of demand 
elasticity, it is related to it. Cf. T. O. Yntema, A Mathematical Reformulation of the 
General Theory of International Trade (Chicago, 1932), pp. 52-56. Professor Kindle- 
berger has shown the inconsistent use made by various economists of the term urgent de- 
mand and has proposed the terms flexible and inflexible demand instead of not urgent 
and urgent demand; cf. C. P. Kindleberger, “Flexibility of Demand in International 
Trade Theory,” Quarterly Journal of Economics, Vol. LI (February, 1937), pp. 352-361. 
He, however, as our quotation shows, is incorrect in contending that Marshall did not 
use the term urgent demand; paying attention only to the ordinary Marshallian price 
elasticity, Professor Kindleberger does not realize that Marshall's elasticity concepts, as 
developed in connection with his foreign trade curves, can take care of the various situ- 
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This statement may seem surprising, as a country which finds 
itself in the latter situation is generally said to be in an inferior 
strategic position and to be exposed to a manipulation of the terms 
of trade against it. Actually, however, this is only another aspect of 
the same situation: A country which gains much from the exchange 
of its home produce against imports may be maneuvered more easily 
into concessions according to the rate of interchange than a country 
for which trade is only barely profitable under existing conditions. 

We have mentioned above the possibility that a country, though 
obtaining a smaller objective gain from trade, may still enjoy a 
greater subjective gain; it is now seen that this situation is not neces- 
sarily an oddity, but may, on the contrary, be considered as probably 
true.® 

These theoretical considerations are directly relevant to the two- 
fold object of a power policy by foreign trade which we have de- 
scribed. Country A may possibly increase the gain from trade and 


therefore the dependence of its trading partners either by a change 
eee 
ations which arise in international trade and are denoted by the terms urgent or inflex- 
ible. [t remains true that these special terms are useful in shortening the description of 
the shape of a Marshallian demand-supply curve which is at first extremely responsive 
to favorable changes in the terms of trade and becomes inelastic for further changes in 
these terms. The conflicting interpretations of the term urgent demand derive from 
the fact that the various writers have considered different stretches of the same supply- 
demand curve. Professor Kindleberger rightly shows the connection between the con- 
cept of urgency of demand and that of income elasticity. The two, however, are not 
identical, since income elasticity means responsiveness of the demand of a commodity 
to income increases, whereas the elasticity of the Marshallian curve means responsive- 
ness of demand of a commodity to a favorable change of its rate of exchange for another 
commodity, 

“It seems that J. S. Mill had this situation in mind when he wrote in his Essays on 
Some Unsettied Questions: “If the question be now asked, which of the countries of 
the world gains most by foreign commerce, the following will be the answer. If by 
gain be meant advantage, in the most enlarged sense, that country will generally gain 
the most, which stands most in need of foreign commodities. But if by gain be meant 
saving of Jabor and capital in obtaining the commodities which the country desires to 
have, whatever they may be; the country will gain, not in proportion to its own need 
of foreign articles, but to the need which foreigners have of the articles which itself 
produces.”—J. S. Mill, op. cit., p. 44; cf. also p. 4. Mill has not reproduced this passage 
in the Principles where he has elaborated only the second concept of gain; indeed, the 
first one hardly fits in with his value theory. Jevons obviously ignored Mill's earlier 
writings when, as exposed in the Principles, he attacked the concept of gain in the 
following terms: “So far is Mill’s statement (about the distribution of the gain from 
trade) from being fundamentally correct that I believe the truth lies in the opposite 
direction. As a general rule, the greatness of the price which a country is willing and 
able to pay for the production of other countries measures or at least manifests, the 
yreatness of the benefit which it derives from such imports."—Stanley Jevons, The 
Theory of Political Economy, 4th ed, (London, 1911), p. 145. 
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in the composition of trade or by a change in partners without hav- 
ing to submit to more unfavorable terms of trade. ‘To resolve in this 
way the conflict between the supply effect and the influence effect 
of foreign trade which at first seemed inevitable, A has to seek trad- 
ing partners with an “urgent” demand for its export goods. 

In the first place, A will therefore turn to countries which have 
no possibilities of themselves producing the commodities country 
A exports. A second and more general case, which has been pointed 
out by Marshall, is the trade with “poor countries,” that is, countries 
with low real incomes before the opening up of trade. Marshall has 
applied to this case the “law of the diminishing marginal utility of 
income” in the following terms: “The rich country can with little 
effort supply a poor country with implements for agriculture or the 
chase which doubled the effectiveness of her labor, and which she 
could not make for herself; while the rich country could without 
great trouble make for herself most of the things which she pur- 
chased from the poor nation or at all events could get fairly good 
substitutes for them. A stoppage of the trade would therefore gener- 
ally cause much more real loss to the poor than to the rich nation,” 

A nation pursuing a power policy may be assumed to export in- 
dustrial goods and to import mainly those articles for which it has 
either no substitutes at home or only poor and expensive ones. It 
must be prepared to incur a certain dependence on foreign coun- 
tries in order to obtain these articles—or, in our terminology, in order 
to profit from the supply effect of foreign trade. Its problem is there- 


* Marshall, op. cit., p. 168. It will be noted that, for Marshall, the case of a rich 
country trading with a poor country and the case of a country having a monopoly in 
some article trading with another country having no such monopoly are somewhat 
intertwined. A conclusion similar to that of Marshall follows from Edgeworth’s com- 
ment on his own assumption in the analysis of foreign trade that “the hedonic worth 
of money is the same in both countries”; he conceded indeed that “when we know 
that one party is much better off than another, the assumption may be illegitimate.”— 
“The Theory of International Values,” Economic Journal, Vol. IV (1894), p. 436. That 
the comparison of utilities between two collective groups, such as countries, is less 
rather than more hazardous than intrapersonal comparisons of utility has been shown 
by a recent contribution (L. G. Melville, “Economic Welfare,” Economic Journal, Vol. 
XLIX [September, 1939], pp. 552-353). The possible exceptions to the case which have 
been pointed out by Marshall are not likely to arise from the difference in the “capacity 
for enjoyment” of the citizens of the two countries, but rather from the difference in 
the effect of foreign trade upon the distribution of income in the two countries. If, 
indeed, the goods imported into the relatively poor country add mainly to the enjoy- 
ment of its wealthier classes, whereas the contrary happens in the relatively rich coun- 


try, the effect described by Marshall may well be neutralized.—I am indebted to Dr. 
Fellner for this point. 
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fore how to induce a maximum dependence of foreign countries, 
given a fixed dependence of its own. In solving this problem it can 
avail itself of our findings by determining what to export and by 
choosing the countries from which to import.” It can see to it, first, 
that it possesses a monopolistic position in its export articles by di- 
recting trade to those countries which are relatively poorly suited to 
produce these or similar articles. In our case this means the agricul- 
tural countries; and the prevention of industrialization or even the 
removal of already existing industries is an important part of a 
policy of trying to preserve or to increase the influence acquired in 
these countries by an industrial nation. 

In the second place, the nation conducting a power policy has an 
interest in diverting its trade to poor countries in which the mar- 
ginal utility of income is high. Thus, if nation A, embarking on a 
power policy, has had a certain amount of trade with group B of 
other rich industrial nations, it might of course try to enlarge its 
influence in these countries by granting them better terms of trade. 
But this would interfere with its own production and, in addition, 
these countries might not value very highly the additional supplies 
coming from A. If, on the other hand, the nation diverts its trade to 
group C of poor and agricultural countries from which it can receive 
the same supplies, the gain from trade obtained by group C will 
exceed what group B’s gain had been, and consequently A’s influ- 
ence in group C will be much greater than it was in group B. Al- 
though the real costs of the supplies may be higher in group C than 
in group B, A will then have little difficulty in manipulating the 
terms of trade in such a way that she gives no more of her home 
produce in exchange for her imports than formerly. 

Renewed attention has been given recently to the analysis of ex- 


* We assume here, as stated in the beginning of this section {p. 17), that only the 
country conducting a power policy is at liberty to choose its trading partners, whereas 
the latter have no option but to trade with that country. ‘This assumption will be 
dropped below. Here we also disregard the fact that the power-seeking nation may 
prefer to obtain a small influence in a neighboring state rather than a Jarge one in a 
distant country. In a sense, our analysis considers every country as an equally inter- 
esting object of a power policy. Total influence is for us the sum of the influences 
secured in the individual countries, whereas actually every influence should be weighted 
according to strategic or other considerations. But this means only that the role played 
by the economic determinants of power must eventually be combined with and be 
qualified by the other determinants, The reader must judge whether the results reached 
by our analysis warrant the admittedly artificial isotation of the economic factor. 
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ploitation, both with respect to the factor of production in the 
domestic economy and to that of one country by another in inter- 
national economic relations. For the latter subject it has been shown 
what conditions and what policies are required for a country to turn 
the terms of trade in its favor. At the outset this type of inquiry 
seems to be the exact opposite of our analysis of the influence effect, 
which depends on the gain from trade of the trading partners. The 
possibility of a conflict between the policy of maximization of na- 
tional income, on the one hand, and the policy of securing the 
greatest position of influence with the trading partners, on the 
other, certainly deserves to be pointed out. But our subsequent 
analysis has shown that these two types of policies are not necessarily 
alternatives. The successful pursuit of the one policy may even con- 
dition the emergence of the other. The ability to manipulate the 
terms of trade in one’s favor depends, indeed, on the gain from trade 
derived by the trading partners, and the policies we have described 
are directed precisely to increase this gain. The monopolistic exploi- 
tation of a trading partner can then be considered as one of the uses 
to which the power secured through the influence effect may be put. 
We are here concerned only with the methods and conditions lead- 
ing to this power, not with its possible uses which may be the reap- 
ing of advantages of any kind—military and political, as well as 
economic. 


ADJUSTMENT DIFFICULTIES AND VESTED INTERESTS 


The threat of an interruption of trade—the ever-present charac- 
teristic of commerce between sovereign states—has two main effects 
upon the economy of the country the trade of which is interrupted: 
It impoverishes this country and also imposes a process of adjust- 
ment, since, when imports are no longer forthcoming, the goods 
formerly exported will no longer be consumed in the home market. 
Marshall's definition of the gain from trade: the excess of uulity of 
the imports over the utility of the goods produced by the resources 
otherwise devoted to exports if there were no imports—compares the 
utilities of two nonsimultaneous sets of goods and thus obviously 
includes a time element. The immediate loss from the stoppage of 
trade is much greater than the ultimate Ioss after resources have 
been fully reallocated. The classical theory of international trade 
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was aware of this distinction;” but it concentrated upon the ultimate 
loss and considered the time elapsing from interruption of trade to 
reallocation of resources within the country as a short-run period. 
Modern theory insists that this is not necessarily true; and even if it 
were true, our analysis would have to take into account the fact that 
harassed statesmen generally have a short-run view. Given a certain 
ultimate loss, the influence which one country exercises upon an- 
other through foreign trade is therefore likely to be larger the 
greater the immediate loss which it can inflict by a stoppage of trade. 
For a country cut off from foreign trade the most urgent problem 
is to produce at home or to find substitutes for goods which were 
formerly imported and to find new employment for the factors 
of production formerly employed in export industries. The first 
problem is definitely connected with the ultimate loss from the in- 
terruption of trade, whereas the second is a short-run problem. 
Nevertheless, the “danger of losing a market” if political conditions 
deteriorate makes for as much concern as the danger of losing sup- 
plies. According to classical theory the active side of the gain from 
trade derives only from the imports, and the exports are set as a 
Passive item against them. Modern theory, on the other hand, has 
presented an analysis which, within the framework of a national 
policy aiming at ful] employment, considers exports as an incentive 
to employment and national income, and imports as “leakages” 
which to a certain degree prevent the working of this incentive.” 
The classical and the modern approaches are of course based on 
quite different assumptions, and each is valuable in its own field for 
the explanation of some relevant economic facts. The modern ap- 
proach, with its emphasis on immobility, overhead costs, and in- 
complete use of resources, leads to an understanding of why the 
common belief that the real benefit arising from trade lies in exports 
rather than imports is more than a mere “popular fallacy.” 
Obviously, the difficulties arising out of a cessation of exports will 
be greater the greater the exports (and consequently the imports); 
and the short-run problem is thus intimately connected with the 
extent of the long-run gain from trade. But with a given quantity 


* Ricardo, in his Principles of Political Economy, states it thus at the beginning of 
the chapter on “Sudden Changes in the Channels of Trade.” 

» For a discussion of the “Foreign Trade Multiplier,” see Gottfried Haberler, Pros- 
perity and Depression, 3d ed. (Geneva, 1942), pp. 461-473, and literature quoted in 
that work. F 
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of exports the problem created by an interruption of trade will be 
the more difficult, because (1) the smaller the mobility of resources 
within the country, (2) the more the economic activities leading to 
exports have been concentrated in certain lines of production or in 
certain regions. 

The mobility of resources includes the possibility of diverting 
capital goods to new purposes (i.e., their more or less “specific” 
character), the geographical mobility of the factors of production, 
and, above all, the ability of labor to turn to new tasks, The inherent 
advantage with respect to all these aspects of the mobility of re- 
sources lies overwhelmingly with the great manufacturing and trad- 
ing countries as opposed to countries in which agriculture or mining 
predominates. Here again the prevention of industrialization would 
be the aim of a power trying to make the adjustment problem ap- 
pear insoluble to the countries with which it trades.” 

The second factor having a definite bearing upon the relative ease 
of adjustment after an interruption of trade is the extent to which 
production for export is concentrated in certain products or in cer- 
tain regions. If most of the exports are made up of one particular 
product, there is very little probability that any great part of it can 
be consumed at home if the foreign outlet fails; if the exports ail 
come from certain specialized regions within the country, there will 
be “distressed areas” and a need for large-scale relief and resettle- 
ment. It is highly unlikely that the pattern of the economic activities 
devoted to exports will follow closely the distribution of general 
economic activity among geographical regions and lines of produc- 
tion. But the discrepancy of the two patterns may be more or less 
pronounced, and, accordingly, the contribution of exports to de- 
pendence upon foreign trade will be large or small. 

This subject is directly linked with the vested interests created 
by trade: a greater concern with the maintenance and ex pansion of 
trade in certain quarters than in the country as a whole. The actual 
going volume of trade, indeed, produces its own vested interests, 


* We are considering the mobility of resources only so far as it influences the dis- 
tribution of power created by foreign trade, OF course the mobility of resources has an 
extremely important direct bearing upon political and economic power. This aspect 
has been pointed out very cleatly by Mr. Hawtrey, op. cit., pp. 83-92. For a good dis- 
cussion of the various factors influencing the mability of resources within an indus- 
trialized country with special reference to the trade cycle, see C. M. Wright, Economic 
Adaptation to a Changing World Market, Chapter V (Copenhagen, 1939). 
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just as does the limitation of trade through protection; and the his- 
tory of commercial policy offers convincing evidence that the pro- 
tectionists would have been still more successful than they have 
been if they had had to contend only with the opposition of the 
“consumers at large.” 

If conditions are such that the possible loss from a stoppage of 
trade would fall with special weight upon certain groups within the 
country, these groups are likely to form a sort of “commercial fifth 
column.” Aside from the purely commercial groups, such as import 
and export companies, the influence of which is generally meager, 
the vested interests will consist of the producers for export and of 
the industries using-imported raw materials. If exports are conc€n- 
trated in some region or some industry, not only will the difficulty 
of adjustment in the case of loss of these exports weigh upon the de- 
cisions of the government, but these regions or industries will exert 
a powerful influence in favor of a “friendly” attitude toward the 
state to the imports of which they owe their existence. Creation of 
potential adjustment difficulties and of vested interests is thus the 
twofold result of a commercial policy which aims at an intensive 
specialization of the trading partner's economy and which tries to 
prevent the diversification of the partner’s exports with respect to 
regions and to products. In the social pattern of each country there 
exist certain powerful groups the support of which is particularly 
valuable toa foreign country in its power policy; the foreign country 
will therefore try ta establish commercial relations especially with 
these groups, in order that their voices will be raised in its favor. 


THE INFLUENCE EFFECT OF ForEIGN TRADE (SECTION 2) 


We must now drop a simplifying assumption under which we have 
worked hitherto and allow for the possibility of alternative mar- 
kets or sources of supply. A country menaced with an interrup- 
tion of trade with a given country has the alternative of diverting 
its trade to a third country; by so doing it evades more or less com- 
pletely the damaging consequences of the stoppage of its trade with 
one particular country. The stoppage or the threat of it would thus 
lose all its force. In order to prevent this, the country wishing to 
conserve the influence derived from foreign trade in the rea! world 
of many nations must therefore take some precautions. The prin- 
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ciples which we have formulated for powcr policy through the 
instrumentality of foreign trade retain their full validity. They were 
aimed at rendering it difficult for the other countries to dispense 
with foreign trade; but if we wish these principles to be effective in 
the real world, they must be supplemented by measures which make 
it difficult for other countries to shift the trade conducted with them 
by the nation trying to increase its power by foreign trade. 

Any switching of trade would, of course, be rendered impossible 
by a monopoly of trade imposed by one nation upon another, In 
the old colonial system a colony was not permitted to turn to other 
buyers or sellers, even though the mother country had no obligation 
at all to provide the colony with goods or to buy from it. Under 
modern conditions subtler methods must be devised in order to 
arrive at similar results. A country may still hope to create condi- 
tions in which the diversion of trade to 2 third country will be much 
more difficult for its partner chan for itself.* 

In a very genera] way the difficulty of substituting country A asa 
market or supply source for country B may be said to depend not 

-only on the absolute amount of A's trade with B, but also on the 
importance of this trade relatively to B’s total trade. If, for instance, 
a country loses 5 per cent of its export trade, it should be able to 
find additional outlets in the markets which account normally for 
95 per cent of its exports and where a sales organization for its prod- 
ucts is likely to exist already. Similarly, if the country loses a rela- 
tively small fraction of its import trade, it is probable not only that 
its Cconomic activity is not based to an undue degree upon these 
supplies, but also that other countries will be able and eagcr to 
make up for them. The greater the percentage of exports and im- 
ports involved in a dominant market, the more difficult it will be 
to provide substitute markets and sources of supply. 

Ifa nation with an absolutely large volume of trade imports from, 
or €xports to, a small trading nation, the trade they conduct to- 
gether will inevitably result in a much higher percentage for the 
small than for the Jarge trading nation. German-Bulgarian trade in 
1938, for example, represented 52 and 59 per cent of Bulgarian 
imports and exports, respectively, but only 15 and 1.1 per cent of 


* How important this problem is even in simple commercial bargaining is repeatedly 
brought out by N. F, Hall, “Trade Diversion—An Australian Interlude,” Economica, 
Vol. V, new series (February, 1938). 
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the German imports and exports. These figures indicate that al- 
though the same absolute amount is involved, it will be much more 
difficult for Bulgaria to shift her trade with Germany to other coun- 
tries than it will be for Germany to replace Bulgaria as a selling mar- 
ket and a source of supplies. In the real world of many sovereign 
states it will therefore be an elementary principle of the power 
policy of a state to direct its trade away from the large to the smaller 
trading states. This principle must then be added to the one estab- 
lished above, viz., that trade should be directed toward the poorer 
countries. The two are by no means contradictory, as there are many 
states which are both poor and smal). 

Similarly, it will be an elementary defensive principle of the 
smaller trading countries not to have too large a share of their trade 
with any single great trading country, that the integration of their 
economies with those of the great countries (for which no reciprocal 
integration is forthcoming) may be kept at a minimum compatible 
with their economic well-being. The idea that dependence can be 
diminished by distributing the trade among many countries has 
been clearly enunciated by Macaulay. These two principles, the one 
offensive for the large countries, the other defensive for the small 
countries, gave rise to the first two inquiries of our statistical section. 

A more specific policy by which a country could try to prevent its 
trading partners from diverting their trade to other countries would 
consist in the creation of monopolistic or monopsonistic conditions 
with regard to certain products.” 

With respect to exports, country A may try to change the structure 
of country B’s economy so as to make it highly and artificially com- 
plementary to A’s own economy. First, A may encourage the produc- 
tion of products having but little demand in other countries. This 
amounts to the creation of what might be called “exclusive comple- 
mentarity” between the economy of country B and country A. 

Furthermore, country B may have a comparative advantage in 
the production of a certain commodity with respect to country A, 
but not with respect to countries C, D, E, etc. If by some preferential 


*® Not only is it more difficult for Bulgaria than for Germany to shift trade, but it is 
also harder for Bulgaria to dispense entirely with the trade conducted with Germany, 
hecause this crade is much more “essential” to her. This is, however, not a consequence 
of her comparative smallness, but of factors pointed out in section 1 of this chapter. 

™ Cf. H. K. Heuser, The Control of International Trade (London, 1939), pp. 250-251. 
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treatment, A induced B to produce this commodity for export, A 
becomes B’s only market, and the dependence of B upon A thus 
created may be well worth to A the economic cost involved in not 
buying in the cheapest market. In general, any attempt to drive the 
prices of exports from trading partners above world prices, whether 
by the direct encouragement of production contrary to the com- 
parative cost principle or by general monetary manipulations, will 
fit in with the policy of increasing their dependence. 

The paying of a higher price is only the most obvious way of xen- 
dering morc arduous the diversion of a trading partner's exports to 
third markets. The offer of some special advantage relating to the 
conditions of the contract other than the price works toward the 
same effect. Firms often reward loyalty on the part of their customers 
by rebates and other devices.” The economies of regularity and the 
considerations of risk which explain this practice play an even 
greater role in foreign trade; with prices uniform, exports will there- 
fore be directed preferably ta those countries which are able and 
willing to guarantee stable prices for a prolonged period. 

With respect to imports, the substitution of the imported prod- 
ucts from any country will be more difficult in the absence of a 
natural monopoly the more highly differentiated are the products. 
Such products tend to create fixed consumption habits and produc- 
tion techniques, and difficulties arise when these products have to 
be replaced by similar but not identical products from other coun- 
tries. Hence, it is generally easier for an industrial country to change 
the source of its supply of foodstuffs and raw materials than it is for 
a country producing foodstuffs or raw materials to change its tradi- 
tional] supplier of industrial goods.” 

Under conditions of incomplete use of resources, however, it will 
generally be much easier to switch imports than exports, all coun- 
tries being ready to sell and none ready to buy. This fact has indeed 
tended to dominate the whole discussion of the determinants of bar- 
gaining power between two trading countries. It was held that 
superior bargaining power is always on the side of the country hav- 
ing a passive trade balance with its trading partner. In other words, 


"= Cf, W. A. Lewis, “Notes on the Economics of Loyalty,” Economica, Vol. IX, new 
series (November, 1942). pp. 333-348. 

* Cf. R. F. Harrod’s distinction of A, B, and C goods in his International Economics, 
new ed. (London, 1939), pp. 6o ££. 
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the difficulty of shifting imports was entirely discounted, whereas 
in assessing the difficulty of shifting exports no account was taken 
of the various factors enumerated above. It was thought that the 
country having the greater absolute volume of exports would auto- 
matically experience the greater difficulties of diversion and thereby 
find itself in an inferior bargaining position.” This is, of course, 
far too great a simplification; but the fact remains that an intelligent 
power policy must take account of the greater difficulty which is 
generally experienced in diverting exports. 

Let us suppose then that country A buys a percentage of B’s 
exports sufficiently large to render a substitution of these exports 
well-nigh impossible for B. Is there any means of extending this 
impossibility to the switching of B’s imports as well? We see imme- 
diately that the policy of bilateralism is perfectly fitted to take care 
of this problem. Indeed, under conditions of bilateralism, a real 
impossibility of switching exports induces a technical impossibility 
of switching imports. In this way the device of bilateralism is seen 
to be an important link in the policies by which the aim of mnaxi- 
mum power through foreign trade may be attained. 

In all our analysis we have spoken exclusively of direct import 
and export trade. Transit trade plays a special and somewhat con- 
tradictory role when we try to answer the question: Should a coun- 
try, from the point of view of power policy, aim at a large transit 
trade? On the one hand it would seem that transit trade can always 
be replaced by direct trade and that therefore the country handling 
the transit trade is in a rather weak position. But if the replacement 
of the transit trade is impracticable for geographical, technical, or 
contractural reasons, transit trade is immediately seen to be an ideal 
means of increasing power by trade. Indeed, the economy of the 
country handling this trade is only superficially affected by the 
trade; whereas it acquires the influence normally deriving from 
exports and imports both in the country of origin and the country 
of final destination of the transit commodities. In other words, pro- 


™ Relatively early the German economist Dietzel attacked this view: “In respect to 
the question of the strength of the (bargaining) position, it does not matter so much 
which one of the two nations waging a tariff war buys more from the other; it matters 
more which of the (wo nations can better do without che market of the other, and is 
able in the case of loss of this market, to sell nearly as much elsewhere.”—Karl Dietzel, 
Der deutsch-amerikanische Handelsvertrag und das Phantom der amerikanischen In- 
dustrickonkurrenz (Berlin, 1905), p. 20. 
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vided only that its services are indispensable, the country handling 
the transit trade acquires from that trade a twofold influence and at 
the same time evades almost entirely any dependence of its own 
economy. 


AN ILLUSTRATION: GERMAN TRADING METHODS UNDER 
NATIONAL SOCIALISM 


The conditions or policies which have been described as being 
conducive to increased national power by means of foreign trade can 
be summarized by the following synoptical table: ‘ 


Principles of a Power Policy Using Foreign Trade as Its Instrument 


I. Policies relying on the supply effect of foreign trade and trying to 
insure its working even in times of war. 
A. Concentrate imports on goods needed for the war machine. 
B. Accumulate large stocks of strategic materials. 


C. Redirect trade to neighboring politically friendly or subject 
nations. 


D. Secure control of the oceanic trade routes. 


II. Policies relying on the influence effect of foreign trade. 
A. Policies designed to make it more difficult for the trading part- 
ner to dispense entirely with the trade. 
1, Increase the trading partners’ gain from trade (without 
impairing the supply effect). 

a. Develop exports in articles enjoying a monopolistic 
position in other countries and direct trade to such 

countries. 


b. Direct trade toward poorer countries. 
2. Increase the trading partners’ adjustment difficulties in 
case of stoppage of trade. 
a, Trade with countries with little mobility of resources. 


b. Induce a wide discrepancy between the pattern of pro- 
duction for exports and the pattern of production for 
home consumption. 

3. Create vested interests and tie the interests of existing 
powerful groups to the trade. 


B. Policies designed to make it difficult for the trading partners to 
shift trade to each other or to third countries. 


1. In general; Direct trade toward the small trading countries. 
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2. With respect to the exports of the trading partners: 
a. Import products for which there is little demand in 
other countries. 
b. Drive prices of the export products of the trading part- 
ners above world prices: 
i. By fostering high-cost production. 
ii. By monetary manipulations. 
c. Grant to the trading partners’ exports advantages not 
relating to the price of their products. 


3. With respect to the imports of the trading partners: 
a. Export highly differentiated goods creating consump- 
tion and production habits. 
b. Develop trade on a bilateral basis. 


4. Develop transit trade, 


Practically all the outstanding features of German foreign eco- 
nomic policy since 1933 can be subsumed under this scheme. This” 
does not mean, as will be explained below, that Germany has con- 
sciously worked out such a master plan. Keeping this in mind from 
the outset, we shall show very briefly the correspondence in each 
point between German policies and the general principles of a 
power policy through foreign trade which we have established. We 
shall list the German policies in the order indicated by the synopti- 
cal table and refer back to it each time by its own symbols. In our 
account of German policies, we rely on numerous studies of German 
trading methods to which the reader may turn for full information.” 


* Antonin Basch, The New Economic Warfare, Chapter 1 (New York, 1941); 
H. M. Bratter, “Foreign Exchange Control in Latin America,” Foreign Policy Reports 
(February 15, 1939); J. B. Condliffe, The Reconstruction of World Trade (New York, 
1940), pp. 256-262, 291-294. 923-324; “Germany's Trade Offensive,” The Economist 
(London, November 5, 1938); Paul Einzig, Bloodless Invasion (London, 1938); Howard 
S. Ellis, Exchange Control in Central Europe (Cambridge, Mass., 19.41); A. G. B. Fisher, 
“The German Trade Drive in South-Eastern Europe,” International Affairs, Vol. 
XVIII (March-April, 1939}; Margaret $. Gordon, Barriers to World Trade, Part IV 
(New York, 1941); H. C. Hillmann, “Analysis of Germany’s Foreign Trade and the 
War,” Economica, new series, Vol. VII (February, 1940), Europe’s Trade (League of 
Nations, Geneva, 1941); Fritz Meyer, “Devisenbewirtschaftung als neue Wahrungs- 
form,” Weltwirtschaftlisches Archiv, Vol, XLIX (May, 1939); von Mickwitz, “The Eco- 
nomic Structure of Capital Exports to South-Eastern Europe,” Mimeographed for the 
International Studies Conference (Bergen, 1939); Douglas Miller, “You Can’t Do 
Business With Hitler (New York, 1941); Mark Mitnitzky, “Germany's Trade Monopoly 
in Eastern Europe,” Social Research, Vol. VI (February, 1939); South-Eastern Europe 
(Royal Institute of International Affairs, London, 1939); South-Eastern Europe (Royal 
Institute of International Affairs, London, December, 1940), (this is a separate and 
distinct work from the previous same-named publication); Hans Staudinger, “The 
Future of Totalitarian Barter ‘T'rade,” Social Research, Vol. VII (November, 1940). 
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Little need be said concerning the policies relating to the supply 
effect of forcign trade. Germany considered her exports a means of 
obtaining in exchange certain imports deemed essential for her pur- 
poses (I A.); she accumulated large stocks of strategic materials 
(1 B.); and she directed her trade toward countries from which she 
hoped not to be cut off in the case of war (I C.). The two latter poli- 
cies, coupled with the autarkic program, were considered as a substi- 
tute for the control of the oceanic trade routes (I D.) which Germany 
could not hope to achieve. . 

Let us now turn to the influence effect. Germany’s attempt to 
concentrate on exports of finished products, on the one hand, and 
on exports to agricultural countries, on the other, had obviously 
the result of giving her exports a quasi-monopolistic position so 
far as the productive system of her trading partners was concerned 
(I A.1.a.). In addition, to maintain this position, it was one of the 
great principles of German foreign economic policy to prevent the 
industrialization of her agricultural trading partners. Particular 
insistence on this point has been noted in all the commercial nego- 
tiations of Germany with her southeastern neighbors and even, to 
some degree and some success, with Italy. 

The policy of trading with agricultural countries and, further- 
more, of preventing the establishment of industries in these 
countries is indeed prompted, not only by the consideration just 
mentioned, but also by the fact that agricultural countries have 
generally but little mobility of resources (II A.g.a.), and that manu- 
factured products, being highly differentiated, are often difficult to 
replace immediately by similar products from other countries (I 
B.3.a.), Here we have an example of the above-mentioned cumula- 
tive effect of power. Germany could never have hampered or pre- 
vented the industrialization of the Danubian countries if she had 
not had an initial political and economic ascendancy over them, 
and the prevention of industrialization in turn served to enhance 
or to maintain Germany's initial power position. 

The modification of the structure of German trade can also be 
interpreted as a shift of trade from the relatively rich to the rela- 
tively poor countries (II A.1.b.). In order to give a statistical iNustra- 
tion, we have computed the shares in German trade for the eleven 
countries which, according to the thesis expounded by Colin Clark, 
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are “richer” than Germany in the sense that real income per head of 
the employed population is higher.” 

Looking at the percentages of the single countries, one notices 
that, with the exception of Eire, Denmark, and Sweden, an all-round 
decrease from 1929 to 1938 is evident. For Denmark and Sweden 
the incentive of regionalism may have outweighed other considera- 
tions. The trade with Eire is relatively insignificant. 

The policy of trading with countries having but little mobility of 
resources (II A.2.a.) has already been commented upon. Germany 
has also induced the southeastern countries to use still more re- 
sources in the production of certain crops (oil seeds, fiber plants) 


SHARES HELD BY ELEVEN COUNTRIES “RICHER” THAN GERMANY 
IN TOTAL GERMAN IMPORT AND EXPORT TRADE* 


Imports Exports 
Year per cent per cent 
1929. ae esi eee: MALO Gries tuey wae 3h Stee 49.0 
19920 sic Species Pore ped |! Fy) ee oer ae en eee Rr er 48.9 
MOST: ces S evans He BG Gi ae-Gi8 5s. cbs UR ieee 38.6 
EGGS ce ctacasopr agen a oe eee Ore ee oe 37.1 


* In 1938 Austria is excluded from the foreign trade statistics. In order to make the figures 
for the other years comparable to those of 1938, Austria has been excluded throughout, i.c., the 
figures are percentages of the total German trade minus Austrian trade. The figures have been 
computed from German saurces (Statistisches Jahrbuch fur das Deutiche Keich and Wartschaft 
und Statistik). 


and mineral resources which would practically be exported in their 
entirety (II A.2.b.). By offering a stable market for the agricultural 
surplus production of these countries, she tied landowners and peas- 
ants, the most powerful social groups in these countries, to her own 
interests (II A.3.). 

Coming to the policies rendering a diversion of trade more 
difficult for the trading partners, we shall show in Chapter V how 
Germany concentrated her trade on the relatively small trading 
countries (II B.1.). The fostering of special products such as oil seeds 
and fiber plants is also an example of the creation of exports for 
which there would be little demand in other countries (II B.2.a.). 
Germany's encouragement of cultivation of cotton in Brazil, Tur. 


*Colin Clark, The Conditions of Economic Progress (London, 1940), p. 41. The 
eleven countries are, in the order indicated by the author: United States, Canada, New 
Zealand, Great Britain, Switzerland, Australia, Holland. Eire, France, Denmark, Swe- 
den. The margin of error of such calculations is admittedly very wide, but, over a short 
range of years, a computation such as we give on this page may serve our purposes. 
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key, and Greece, and her exploitation of low-grade mineral resources 
in Rumania and Yugoslavia can be shown to be contrary to the 
comparative cost principle (11 B.z.b.i.), In general, Germany sup- 
ported the agricultural economies of southeastern Europe without 
insisting upon the adjustments necessary to render them competi- 
tive on a world level. This had the effect of adding to basic cost dis- 
equilibria a monetary disequilibrium which drove the price system 
of these countries upward by the device of overvaluation of the 
reichsmark (II B.2.b.ii.). In this connection it must also be recalled 
that Germany has not only paid prices higher than those which 
could be had in the world market, but that trade with Germany 
offered to the southeastern countries another substantial advantage 
over trade with other countries: Germany had promised to these 
countries conditions of stability in both price and volume of their 
exports (II B.2.c.).” ‘ 

With respect to imports which create consumption and produc- 
tion habits (II B.3.a.), we have already mentioned the general ad- 
vantage of industria] countries in comparison with agricultural 
countries. The export of armaments to the Balkan countries, ex- 
tensively practiced by Germany, is an item very much to the point, 
since a retraining of personnel is a necessary accompaniment of 
any improved style or variety of arms. In addition, once the main 
weapons had been accepted from Germany, the importing countries 
had to rely on her for ammunition and spare and repair parts. Bi- 
lateralism (II B.3.b.) has not only been the most evident new prin- 
ciple introduced by Germany into trade relations, but it has also 
had exactly the same function which we have attributed to it in our 
exposition: forcing the countries selling a substantial share of their 
exports to Germany to grant Germany a similarly dominating posi- 
tion in their imports. Finally, Germany has made the most sustained 
efforts to increase the amount of transit trade which she traditionally 
handled as a result of her geographical position (IT B.4.). She tried 
to sell to the world the Balkan products, and to the Balkans she 
attempted to sell such “colonial” products as coffee, cocoa, etc. 


© There is nothing paradoxical about the fact that the power of the state to interrupt 
trade may be made into a more effective weapon by granting to its trading partners 
certain advantages, e.g., of security—for a time. (he security, indeed, is revokable; and 
the power of the state granting security in trade relations is precisely born of the desire 
of its trading partners to prevent the loss of this sccurity. Here again fortuna est servitus. 
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The correspondence between German policies and the principles 
of a power policy carried on through foreign trade, which we have 
deduced from simple premises, will now have become clear. Just as 
these principles were originally derived by us from the single postu- 
late of maximum power, German policies can be understood as a 
coherent whole by reference to this postulate. 

Only future research into the proceedings of the inner councils 
of Nazi leaders will show how far their plans for economic conquest 
were actually Jaid down in advance. It seems probable, however, 
that the amazing coherence of German policies was due only in part 
to detailed planning springing from economic analysis and that an 
important role was left to experimentation in the elaboration of 
actual policies. But if we assume only that in every decision of com- 
mercial policy the political power standpoint was given due con- 
sideration, the coherence of German policies need not surprise us, 
for, in every case, this power, so far as it is based on foreign trade at 
all, goes back in the last analysis either to the strength which foreign 
trade lends to the German war machine (supply effect) or to Ger- 
many’s powcr to menace her trading partners with a stoppage of 
trade (influence effect). It is therefore only natural thac by exam- 
ining in a general way the processes through which these two sources 
of power through foreign trade could be best developed, we should 
at the same time have described the actual policies of a state which 
had made power the primary object of its actions in every field. 

Tt will have been noted that a single policy such as the prevention 
of industrialization realized simultaneously several distinct features 
of the power policy outlined in different parts of the present anal- 
ysis. Similarly, we have seen how an apparent conflict between the 
supply effect and the influence effect of foreign erade could find a 
solution. Furthermore, a shift of trade toward the poorer countries 
will often be found to implement the other principle of power 
policy which impels a country to divert its trade toward the smaller 
trading countries. All these instances tend to show that there is a 
real danger of attributing too much cleverness to German policy 
by supposing a motive behind certain effects of policy which, though 
welcome, may not have been actually aimed at. 

Economists have often dwelt upon situations in which a policy is 
self-defeating, i.e., leads to certain unforeseen repercussions which 
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foil the aim at which the policy was originally directed. It is, how- 
ever, equally possible that a policy has unforeseen effects which re- 
inforce rather than destroy the result which the policy had tried to 
bring about. It may well be—here again only future documents will 
give us an even approximate knowledge—that in German trading 
methods we are confronted by precisely sucha situation. This would 
detract somewhat from our opinion of the thoroughness and the 
astuceness of the Nazis, but it would also raise in our minds a ques- 
tion of grave importance: Are the conditions in the actual world 
such as to make the pursuit of power a relatively easy task? 

Undoubtedly, conflicts between the policies implementing the 
different principles of 2 power policy with foreign trade as an in- 
strument are conceivable and do occur; but they seem to be less 
important than the situations in which it is possible to realize con- 
currently several power objectives by a single policy. 

Finally, it must be remembered that the conditions which we 
have described as leading to power relationships are not necessarily 
brought about by any conscious policy at all. Indeed, the initial 
impetus to German policies in the ‘thirties was given even before 
Hitler's advent to power, not by political motives, but by the eco- 
nomic fact that Germany, a debtor country with a weak currency, 
found herself attracted to the central and southeastern European 
countries which were in a similar position. The important point is 
that power elements and discquilibria are potentially inherent in 
such “harmless” trade relations as have always taken place, e.g., be- 
tween big and small, rich and poor, agricultural and industrial 
countries—relations which could be fully in accord with the prin- 
ciples taught by the theory of international trade, Political power 
may only be latent in such commercial relations. But so long as war 
remains a possibility and so long as the sovereign nation can inter- 
rupt trade with any country at its own will, the contest for more 
national power permeates trade relations, and foreign trade pro- 
vides an opportunity for power which it will be tempting to seize. 


NoTEs ON THE THEORY OF INTERNATIONAL TRADE. 


The following remarks serve to elaborate for the technical reader 
certain questions in the theory of international trade connected 
with the analysis given in the preceding pages. 
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EQUILIBRIUM IN INTERNATIONAL TRADE UNDER VARYING 
ASSUMPTIONS IN THE INSTITUTIONAL FRAMEWORK™ 


For our purpose it is useful to distinguish between three types of 
trade organization within a given country: 

a) Competitive conditions and absence of any state intervention; 

b) Competitive conditions and possibility of unilateral state interven 
lion, e.g., imposition of tariffs; 

c) State monopoly of foreign trade. 

If we contemplate trade between two states, trade may be carried 
on under any one of six possible combinations. But only four of 
these, which might be called aa, bb, cc, ab, ac, be, need be analyzed. 
If we assume that the trade is in two commodities, the apparatus of 
the Marshallian foreign trade curves, together with the theory of 
bilateral monopoly developed by Edgeworth, Pigou, and Bowley,” 
permit us to illustrate these cases by a simple diagrammatical device. 

In figure 1 the abscissa measures the amounts of a commodity 
produced by country X, and the ordinate the amounts of another 
commodity produced by country Y. OQ, is the indifference curve 
of X, showing the bargains which would leave X as badly off as if 
it did not trade at all. Let us call this curve, with Professor Viner,” 
the no-gain-from-trade curve. To this curve, correspond other in- 
difference curves which will cut the Y ordinate (the dotted curves 
in our figure). A similar indifference map exists for Y, and OQ, is 
Y's no-gain-from-trade curve. The locus of the points at which any 
two indifference curves of these two systems are tangential to each 
other is the curve Q,Q., which is called the contract curve in the 
theory of bilateral monopoly. The curve OP,P is a Marshallian sup- 
ply-demand curve, i.e., the locus of the points at which straight lines 
drawn in any direction from the origin and indicating a certain posi- 
tion of the terms of trade touch the indifference curves of Y. The 


" A very interesting article by Tibor de Scitovsky, “A Reconsideration of the Theory 
of Tariffs," Review of Economic Studies, Vol. IX (Summer, 1942), has come to my notice 
after the above notes had heen written. De Scitoysky's main contribution is an elucida- 
tion of the precise meaning of community-indifference curves: but he also gives (ibid., 
Pp. 102-105) a comparison of trade under barter agreements and of trade when tariffs 
are the main weapon of commercial policy, which has much in common with the 
analysis presented here. 

“Cf. bibliography given by Gerhard Tintner, “Note on the Problem of Bilateral 
Monopoly,” Journal of Political Economy, Vel. XLVI (April, 1939), p. 263. 

* Viner, op. cit., p. 576. 
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curve OP,P is the corresponding locus for X. The supply-demand 
curve of Y (OP,P) touches an indifference curve of X at the point 
P,, and similarly the supply-demand curve of X (OPP) touches an 
indifference curve of Y at P,. We can now proceed to the analysis 
of the various cases. 


O Fig. 1. 

Case aa (classical case of perfect competition): Every party con- 
siders the terms of trade as a datum and moves along its supply- 
demand curve until the quantity offered is equal to the quantity 
demanded. Determinate equilibrium 1s established at P. It can be 
proved that P lies on the contract curve. 

Case cc (classical case of bilateral monopoly): The terms of trade 
lose their regulatory function and two monopolists drive a bargain 
which will lie somewhere on the contract curve. This curve is, in- 
deed, the locus for all bargains which, with a given satisfaction from 
trade of the one partner, maximize the satisfaction of the other. 
Which particular point will be arrived at by the two countries trad- 
ing together depends on “bargaining power.” 
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Case ab (foreign trade between two countries, each of which has 
a competitive trading system, but only one, say X, enjoying tariff 
autonomy, which is an attribute of sovereignty): In this case the 
terms of trade lose their regulatory function for country X, but not 
for Y. Like any monopolist, country X can aim at evaluating the 
demand curve of its trading partner and at finding out the point 
most advantageous from its own standpoint.” This point is P,, at 
which, as we said before, an indifference curve of X touches the 
supply-demand curve of Y. By imposing a duty upon its goods, X 
will be able to shift its demand curve so that it cuts Y’s demand curve 
at precisely this point. It is not possible here to compare the total 
utility obtained at P and that obtained at P, by the two trading 
countries taken together. All one can say is that at P,, X is better off 
and Y worse off than at P. But by drawing the indifference curves 
going through P, until they cut the contract curve at R and at R’, 
we see that there is a stretch, RR’, on the contract curve, each point 
of which offers to both parties more satisfaction than either can 
obtain at P,. 

Case bb:* If both countries have full economic sovereignty whilst 
retaining their competitive trading system, they may both try to 
influence the terms of trade by the imposition of tariffs. In other 
words, so far as the absence of the parametric function of price for 
the country as a whole is concerned, the position is very similar to 
case cc, in which the theory of bilateral monopoly became applica- 
ble. Obviously, with any given system of tariff rates, equilibrium is 
again determinate. But although tariff rates have the same economic 
effect as transport costs, the usual procedure of simply including 
tariffs among the data of international economic equilibrium seems 
illegitimate, the reasons for which we will presently point out. 

The history of commercial negotiations gives abundant proof 
that tariffs are the manifestation of bargaining power under condi- 
tions of private trading. If tariffs are considered as data, bargaining 
power should in all cases be treated in the same way, and equilib- 


“This has been recently recalled by Nicholas Kaldor, “A Note on Tariffs and the 
Terms of Trade,” Economica, Vol. VII, new series (November, 1940), pp. 379-380. 

“CE, in connection with the following section. the article of A. C. Pigou, “Equilib- 
tium under Bilateral Monopoly,” Economic Journal, Vol. XVIII (1908), pp. 205 f£ 
Although our approach has much in common with Pigou’s analysis, Pigou was not 
interested in the applications of the theory of bilateral monopoly to international trade, 
but rather to wage theory. 
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rium under conditions of bilateral monopoly would be perfectly 
determinate. If, on the other hand, tariffs are not treated as data, 
equilibrium in our case is just as indeterminate as it was in case cc. 
In other words, even with entirely competitive markets, the institu- 
tion of national economic sovereignty implants elements of monop- 
oly and indeterminateness in the trading system. 

This indeterminateness is, however, different in kind from that 
which we have analyzed under cc. Every country can influence the 
terms of trade by the imposition of tariffs. But once this has been 
done, the market is left to adjust itself to the new conditions. The 
price and the terms of trade remain objective data for the traders, 
and therefore the equilibrium positions all lie on the possible inter- 
sections of the supply and demand curves as modified by government 
intervention. Since an imposition of a duty on exports or a subsidy 
on imports may be considered unlikely, the Marshallian curves will 
shift nearer to each other. We obtain thus a surface of indetermin- 
ateness, OP,PP,, bounded by the two original curves of case aa. Any 
point lying on the surface, including the point of origin, may be 
the outcome of successive impositions of tariffs. The shaded area 
indicates the possible position at which one of the two trading part- 
ners will be better off than at the free trade position P. At all other 
points of the surface both countries would be worse off than they 
were before they started to impose tariffs and to retaliate. What we 
pointed out for point P, in connection with. case ab holds here gen- 
erally also. For every point of the surface OP,PP, (with the excep- 
tion of P) there exists a segment on the contract curve every point 
of which yields to both countries a higher amount of satisfaction. 
The imposition of tariffs is therefore seen to be a rather inefficient 
weapon for a country desiring to obtain an increase in satisfaction 
from a movement of the terms of trade in its favor. It seems a sig- 
nificant confirmation of the foregoing analysis that countries which 
have had a foreign economic policy which considers exports as a 
means to obtain imports (and not imports as a necessary evil to 
secure export markets) have generally reverted from a tariff policy 
to a policy of direct bargaining. 

There exists, then, a difference between a policy relying on auton- 
omous tariffs and a policy of direct state trading. But this difference 
is far from being as fundamental as has often been believed, Auton- 


Theoretical and Historical Aspects 45 


omous tariff policy, we have shown, introduces into the interna- 
tional market elements of indeterminateness which differ from such 
elements under bilateral monopoly mainly in the fact that they lead 
to a range of possibilities which, from the standpoint of the satisfac- 
tion of both countries, is much inferior to the range offered by bar- 
gaining of two countries each with a foreign trade monopoly. In 
addition, our analysis shows that, by supposing international trade 
to result in determinate equilibrium, the theory of international 
trade assumes, not only perfect competition, but also the absence of 
economic sovereignty. 


A NOTE ON BARGAINING POWER 


In the theory of bilateral monopoly the term bargaining power 
has a definite technical meaning. It denotes the forces which, with 
given indifference systems of the two monopolists, make for equi- 
librium at one rather than another point on the contract curve. The 
components of bargaining power in this sense are somewhat vague; 
they are generally believed to be bargaining skill, information on 
the indifference system of the partner, deception of the partner 
about one’s own indifference system, and simple force, which, how- 
ever, is limited by the shape of the partner's no-gain-from-trade 
curve. Indeed, it is not possible for either of the monopolists to ex- 
ploit the other in the sense that by exchange the one is made to be 
less well off than he was before the exchange took place. It is not 
even possible to draw from the location of the equilibrium point on 
the contract curve any conclusion for a comparison of the advan- 
tages derived by the two monopolists from the exchange. If, for 
instance, the exchange takes place at the center of the contract curve, 
we could say that the advantages derived by both monopolists are 
equal only if we assume: (1) that the indifference systems of the two 
monopolists are identical, and (2) that the two no-gain-from-trade 
curves express equal levels of satisfaction for both monopolists. 

It would therefore be incorrect to say that superior bargaining 
power enables one monopolist to gain more satisfaction than his 
partner; all we may affirm is that it enables him to increase his gain 
at the expense of that of his partner. 

The term bargaining power is, however, used in contexts imply- 
ing a different meaning. Thus, if we say that the bargaining power 


46 National Power and Foreign Trade 


of the entrepreneur is superior to that of the nonunionized worker— 
considered as an individual factor of production with some elas- 
ticity of substitution—we think not only of the differences in 
bargaining skill, cunning, information, ctc., but mainly of the fact 
that the worker “needs” the entrepreneur more than the entrepre- 
neur “needs” him. This, in turn, means that we are here implicitly 
comparing two utility gains or, at least, the levels of satisfaction of 
the two opponents if there is no contract. Similarly, if we say that 
adherence to a trade union enhances the bargaining power of 
the worker, we imply not ony that the trade union has more infor- 
mation, skill in negotiation, etc., than the individual worker could 
possibly have, but also that the wage at which it would be a matter 
of indifference to the worker to be idle or to work is higher after 
than before his adherence to the union. We have here essentially a 
dynamic problem, since the indifference system of the worker is 
supposed to have shifted so as to form a new contract curve with the 
indifference system of the entrepreneur. Even if the bargaining 
skill of the two parties has remained the same, the wage will be 
higher under the new conditions because the range of possibilities 
offered by the new contract curve to the worker is better than the 
old one.” 

In other words, there are two methods to better one's position: 
either by working toward a better point on a given contract curve, 
or by bringing about a new and more favorably situated contract 
curve. This latter aim may be realized, as in the familiar case of 
unionization, by shifting one’s own indifference system, i-e., by 
enabling the worker, backed by the financial resources of the union, 
better to withstand an interruption of his employment. But it may 
also be realized by shifting the indifference system of one's partner 
by rendering it more difficult for him to dispense with the contract. 

Thus, we see the connection between the theory of bilateral mo- 
nopoly and our analysis of the influence-eftect of foreign trade. The 
shifting of the indifference systems, however, has been considered 
until now only as a means toward the attainment of a better bargain. 


® That changes in bargaining power in the traditional sense are much less important 
than changes in bargaining power which are the outcome of changes in indifference 
maps has been pointed out recently in connection with wage theory by J. T. Dunlop 
and Benjamin Higgins, “Bargaining Power and Market Structures,” Journal of Politi. 
cal Economy, Vol. L (February, 1942), pp. 4-5. 
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In our analysis the possibility of driving a better bargain was only 
incidental to the main aim, which consisted of tying the trading 
partner to a country using foreign trade for purposes of national 
power. We have shown how this may be accomplished: 


1) with an unchanged indifference system of the trading partner, by 
making him better off, i.¢., by granting him better terms of trade; 

2) with an unchanged total level of satisfaction of the trading partner, 
by changing his indifference system so as to make him worse off in the 
eventuality of interruption of trade.” 


Because we have seen that the first solution would conflict with 
the supply effect of foreign trade, we have therefore mainly dwelt 
upon the second solution. Our analysis has thus led us to drop two 
of the basic assumptions of the theory of bilateral monopoly: 

1) that we are in the presence of fixed indifference systems; 

2) “that the one exchanger is insulated from the other in the sense that 


his economic conduct is not influenced in any way by the satisfaction 
which he conceives to be obtained by his correspondent.’”* 


But in our problem, A is vitally concerned about B’s satisfaction, 
for, by such concern, B's dependence on A is increased and the in- 
crease of satisfaction of B is brought about mainly by a change of 
B's indifference system. The difficulty of shifting trade to a third 
country may readily be taken account of in the construction of these 
indifference systems. The no-gain-from-trade curve of B becomes 
then a no-gain-from-trade-with-A curve, i.e., expresses the various 
bargains at which it would barely pay B to shift its trade with A to 
a third country. This curve will generally express a higher level of 
satisfaction of B than the ordinary no-gain-from-trade curve, but 
will coincide with it if no substitution is possible. 

All our analysis of the influence effect of foreign trade may then 
be summarized by the following principle: Given a certain gain 
from trade of A and a fixed indifference system of A, create condi- 
tions such as to maximize the difference in satisfaction between the 


“In the first case, the trading partner arrives at a higher indifference curve and the 
level of satisfaction expressed by the no-gain-from-trade curve remains the same; in 
the second case, the trading partner remains at the same indifference curve, but the 
no-gain-from-trade curve expresses a lower level of satisfaction than before. In both 
cases, his gain from trade increases, either because he actually gains more by the trade 
or because he would stand to lose more from a stoppage of trade, 

™ Pigou, op. cit., p. 207. 
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indifference curve which B actually reaches by trading with A and 
B’s no-gain-from-trade-with-A curve. 

As we shail later have occasion to point out (p. 79), an economic 
system guided by the objective of welfare must also provide for and. 
organize the use of economic power. At present we see that the 
“economics of power” may use welfare analysis to great advantage. 
And moralists may well ponder over the fact that concern about 
the trading partner's satisfaction becomes relevant for economic 
analysis when it is considered as a step toward eventual domination. 


A NOTE ON GAIN FROM TRADE 


We shall be concerned here with the relation of the welfare gain 
to some objective measures or indicators of the gain from trade. 
Our first point will be to prove that under the simplest assumptions 
a subjective gain from trade is possible without any specialization 
upon opening of trade, i.e., without any increase of aggregate pro- 
duction of the two countries. Because it is possible to simplify the 
diagrammatical exposition, we shall now use the common indiffer- 
ence map. Under the assumption of similar tastes in the two coun- 
tries, the diagram need represent only one system of indifference 
curves.” In accordance with other assumptions which have been 
seen to be implicit in classical theory,” we shall suppose in addition 
that the two products exchanged are of equal importance. This 
somewhat imprecise concept may be defined in the following way: 
The income elasticity for both commodities is unity throughout 
the indifference map and, if the terms of exchange are fixed so that 
a unit of the one commodity exchanges against one unit of the other 
commodity, then, whatever the real income, expenditure will be 
divided equally between the two commodities. These assumptions 
yield an indifference map which is entirely symmetrical with respect 


* CE, in particular, the models given by W. W. Leontief, “The Use of Indifference 
Curves in the Analysis of Foreign Trade,” Quarterly Journal of Economics, Vol. XLVII 
(May, 1933), Pp. 493-503. The objections to this method, as formulated by Professor 
Viner (op. cit., pp. 521 ff.), could be taken account of partly by interpreting the indif- 
ference curves of the community so as toe include in their shape, not only the satisfaction 
derived from the consumption of the commodities, but, in addition, the satisfaction 
derived from their production. As to the meaningfulness of the concept “community 
indifference curves,” see Kaldor, op. cit., PP. 377-378, and De Scitovsky, op. cit., pp. 
89-95. 

“Ct. F. D, Graham, “The Theory of International Values Reéxamined,” Quarterly 
Journal of Economics, Vol. XXXVUI (November, 1923), pp. 56 ff, 
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to the two coérdinates. Let us assume also that each of two countries 
of equal size has its own constant costs levels, but that these levels, 
as between the two, are different. For our purposes the concept 
“countries of equal size’”” means that country A can produce in com- 
plete specialization either x units of commodity a, or y units of b, 


Fig. 2 


whereas country B can produce y units of a, or x units of b. These 
assumptions are graphically presented in figure 2, in which the 
abscissa represents the amounts of commodity a, and the codrdinate 
the amounts of commodity b. The curves are indifference curves 
common to both countries. DE is the substitution line of country A 
enjoying a comparative advantage in production of commodity a. 
FG is the substitution line of country B. They are straight lines be- 
cause of our assumption of constant costs. Then, with no trade, the 
equilibrium for each country will be established at points H and L, 
at which an indifference curve touches the respective substitution 
lines. If trade now opens and specialization does not yet set in, both 
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countries can move to a point M lying on a higher indifference 
curve—country A by exchanging RH of a for RM of b, and country 
B by exchanging QI. (= RM) of b for QM (= RH) of a. If A special- 
izes in the production of a, and B in the production of b, they can 
of course get to a point N lying on a still higher indifference curve. 

In our graph the two countries start from the same indifference 
curve, and by trade reach a higher indifference curve common to 
them (cither at M or at N). The assumptions through which we 
have obtained an equal gain from trade for both countries are ex- 
tremely rigid and unrealistic. It is sufficient to drop one of these 
assumptions in order to obtain different welfare-gains for both 
countries, 

If the substitution lines of countries A and B are not DE and FG, 
but OD and OG (A can produce only commodity a, and B only com- 
modity b), both countries will be, in the absence of trade, at a lower 
level of satisfaction than in our previous case. If trade opens, they 
will immediately move to point N without any further specializa- 
tion being possible. The volume of trade will be the same as in our 
Previous case after specialization had taken place, but the gain from 
trade will be greater, as the two countries have started from lower 
indifference curves. Generally, the gain from trade is thought to be 
intimately associated with international specialization. So far as 
more specialization permits a greater volume of trade, this associa- 
tion, at least as a presumption, is warranted. But it is often forgotten 
that specialization is, after all, only a pis-aller, i.e., a course which 
has to be taken if the diversity of products produced in the two coun- 
tries does not permit a continued profitable exchange, A presump- 
tion exists, therefore, that with a given volume of trade the gain 
from trade is the greater the /ess specialization there has been after 
the opening up of trade. This does not contradict established theory 
in any way; in fact, it is mentioned only because the connection be- 
tween specialization and gain from trade is ingrained in most minds 
in too rigid a manner. 

Short-run and long-run gain from trade and the requirements of 
a comprehensive theory of the gain from trade will be our next 
concern. ‘The gain from trade is always the difference in satisfaction 
between two situations in equilibrium, the one before opening of 
trade or after the stoppage of trade and the other when trade is in 
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full swing. The change in the productive structure of the country 
between the two points is expressed by a movement along the sub- 
stitution curve, If, in figure 2, we consider the substitution line DE, 
and suppose that trade is suddenly interrupted, the country would 
revert from N to D and would then aim at point H. The short-run 
gain from trade is thus the difference in satisfaction between point 
N and point D, whereas the long-run gain from trade—the only gain 
which has hitherto received attention—is smaller, since it is indi- 
cated by the difference in satisfaction between point N and point H. 
if there is a sudden worsening of the terms of trade so that the pro- 
ductive structure cannot be adapted, a situation may therefore arise 
in which trade, while still yielding a short-run gain, results in a long- 
run loss. In this particular case, what is true in general about the 
abolition of protection holds for the stoppage of trade: It would 
result in immediate loss, but in ultimate benefit. 

In the static theory of international trade, no account is taken of 
the time which is involved in changing the productive structure. 
The substitution curve is a long-run curve, i.e., its shape is not 
limited by any finite period of time, but only by the available tech- 
niques and factors of production. If we introduce time into our 
analysis, we see immediately that the shape of the substitution curve 
itself is changed. We will have two entirely different substitution 
curves according as we allow the period of two years or ten years for 
changes in the productive structure to take place." This means that 
we have no longer a single gain from trade nor a simple subdivision 
into short-run and long-run gains, but a whole array of dated gains 
from trade of which the long-run and the short-run gains are the 
two extreme items. But all those dated gains would still relate to a 
given degree of employment and of utilization of resources in gen- 
eral. We obtain a new family of substitution curves by considering 
this degree of employment as a variable. 

To complicate matters further, the gains thus indexed by length 
of adjustment time and by degree of employment are subjective in 
two senses: (1) because they are related to the comparison of two 
levels of satisfaction, and (2) because one of these levels is necessar- 
ily the result of expectations. Because of this fact the gain from 


“ Professor Haberler mentions the fact that the substitution curve will be more 
“bulged” the less the time allowed for. Cf. Haberler, op cit., p. 179. 
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trade loses its unity for a third time; indeed, there is not only a 
different gain from trade for every adjustment period and level of 
employment contemplated, but for every single case there may be 
different expectations of gains. Furthermore, these expectations 
relate, not only to the resources within a country and to their mo- 
bility, but also to the degree to which it will be possible to draw on 
the resources of other countries by means of loans, immigration, 
etc. A comprehensive theory of the gain from trade would thus take 
account of the time element, of the level of employment within 
the country, of all types of international economical relations, and 
would be largely built upon a theory of expectations. 


CHAPTER III 


The Question of “Economic Aggression” 
During World War I 


if THE PRECEDING CHAPTER we have tried to show in detail] 
why and how it is possible to turn foreign trade into an instrument 
of power, of pressure, and even of conquest. The Nazis have done 
nothing but exploit to the fullest possibilities inkerené in foreign 
trade within the traditional framework of international economic 
relations. This is the general lesson which should emerge from the 
experience of economic penetration of such countries as Hungary, 
Bulgaria, Rumania, and other countries less successfully penetrated 
by “bloodless invasion.”” What are the conclusions which can be 
drawn from this experience when the present war will be won by 
the United Nations? Should we, because of its evil potentialities, try 
to limit international intercourse? Should special safeguard or boy- 
cott measures be crected against German trade once the war is over? 
Should we be content with prohibiting certain practices and tech- 
nical devices, such as bilateral clearings, differential exchange rates, 
etc., which have been a prominent feature of German policies in the 
thirties? Or should we rather endeavor to build a new framework 
of international relations in which this use of foreign trade for pur- 
poses of national power would encounter more difficulties than 
hitherto? And how could this end be achieved? 

Before attempting to give an answer to these momentous ques- 
tions, we shall try to gain perspective by recalling how similar prob- 
lems were recognized but not resolved during and after World War I. 

The literature on the commercial and economic policies of Nazi 
Germany being rather voluminous, it is surprising not to find in 
it—so far as the author is aware—a single reference to the parallel 
and equally copious literature which was published before and dur- 
ing World War I. The accusations voiced against Germany at that 
time were in their substance very similar to those we hear today. 


[53] 
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The intellectual level of the writings on this subject, however, com- 
pares rather unfavorably with the contemporary literature; this may 
be one of the reasons for which these books, like discreditable rela- 
tives, have been permitted to fall into oblivion. In addition, the 
methods by which Germany was said to achieve her end of economic 
conquest before World War I were different from those which she 
has used more recently. 

The following features of German trade attracted most attention 
in the days before the First World War: 


1) The rapid expansion of German exports, both absolutely and rela- 
tively, to other countries; 

2) The scientific methods by which this expansion was achieved—in 
patticular, the systematic study of the needs and habits of foreign con- 
sumers; 

3) Unfair competition and, in particular, the dumping of some Ger- 
man exports, Contrary to this, the selling of potash abroad at prices 
higher than the home price; 

4) The attempt by Germany, in connection with the dumping, to pre- 
vent industrialization in other countries and to destroy competitive 
industries which had already been established; 

5) The export of German capital, business enterprises, and of man- 
agerial and scientific personnel; 

6) German methods of financial control over foreign enterprises. 


The first two points were discussed as early as the 1890's in Eng- 
Jand and France and were mooted in an intensely alarmist literature 
of which E. FE. Williams’ Made in Germany was the most celebrated 
specimen.’ Although this literature often adopts such military fig- 
ures of speech as “conquest” or “capture” of foreign markets, the 
danger against which it seeks to mobilize is not generally the eco- 
nomic or political dependence of the countries exposed to the Ger- 
man “trade offensive” but the lagging of British or French exports 
in these countries. Foreign and, in particular, export trade is viewed 
as an end in itself and not as a means to political penetration and 
economic subjugation.” 


*For a detailed description and bibliography of the English writings, see Ross J. S. 
Hoffmann, Great Britain and the German Trade Rivalry 1875-1974 (Philadelphia, 
1933). The French are represented by Marcel Schwob, Le Danger Allemand (Paris, 
1898); Georges Blondel, L’essor industriel et commercial du feuple allemand (Paris, 
1898); Maurice Lair, L’impérialisme allemand (Paris, 1902). 

7It is interesting to note that the same factual background, i.e., the rapid advance 
of German foreign trade, provided the subject of great anxiety, not only for England 


Theoretical and Historical Aspects 55 


Only at a later stage was Germany accused of consciously using 
her foreign economic relations as an instrument of domination. So 
much was still made of the German trading methods, the personal 
contact, the thorough study of consumers’ needs, the ability of her 
representatives abroad to learn foreign languages, etc., that one 
often wonders whether the authors’ purposes were one of praise for 
or denunciation of Germany.* But the emphasis shifted from these 
aspects of German commercial policy to the other points (3 to 6) 
enumerated above. The frequent dumping of German goods abroad 
was not seen as an instance of differential price policy practiced by 
a discriminating monopoly. It was supposed that dumping served a 
policy bent upon destroying competition in the foreign market so 
as to secure a monopolistic position for the German exporters and 
to enable them later to raise their price. This claim bears a striking 
similarity to the recent accusations against Germany according to 
which she has bought supplies at artificially high prices in other 
countries in order to secure there a monopsonistic position and to be 
able later to lower the prices—either directly or by manipulation of 
exchange rates. 

No detailed study seems to exist about the question of how far 
German dumping before World War I was actuated by so-called 
“predatory” motives. According to Professor Viner, who, after the 
war, rendered a balanced judgment on the matter, German dump- 
ing has received far more attention than it deserves. He contends 
that all nations have engaged in dumping at one time or another, 
and, in general, he looks upon the accusations leveled against Ger- 
many on this account with some skepticism.‘ He states, however, 
that “there is general agreement that before 1914 export dumping 
was more widespread and was more systematically practised in Ger- 
many than in any other country,’* and “it is even probable that 
predatory motives were a more important factor in German dump- 
ing than in the dumping of other countries.” In particular, a “well 
substantiated and important instance of dumping with a deliberate 


and France, fearful of German competition, but also for Germany, apprehensive of 
her increasing dependence on foreign countries. (See below, pp. 146 ff.) 

*See, eg., P. P. Gourvitch, How Germany Does Business (New York, 1917). This 
little book gives some interesting examples of the German trading methods in Russia. 
ae Viner, Dum ping: 4 Problem of International Trade (Chicago, 1924), p. 52. 

thid., p- 52. 
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intent of crushing the domestic industry in the market dumped on 
is to be recorded against the Stahlwerksverband in its export policy 
with respect to Italy.” 

Of course, as soon as one interprets dumping as an attempt to 
secure a monopolistic position in the market of a foreign country, 
the suspicion of an “‘ultra-economic” motive of domination follows 
almost automatically. 

Another feature in German external economic policies which led 
to this suspicion was the export of German enterprises and scientific 
personnel and the penetration of German capital into foreign enter- 
prise. The most vigorous book on this subject was published in Italy 
by G. Preziosi under the impressive title, Germany Poised to Con- 
quer kaly.” The ownership and operation by a group of German 
bankers of the Banca Commerciale Italiana provided the central 
point of this book, which was widely read and aroused much interest 
at the time. It pictured with a good deal of exaggeration, but the 
more vividly, the disastrous consequences of the control by Germany 
of Italy’s most important commercial bank, which, on the pattern of 
German banks, carried on an extensive financing business. Accord- 
ing to Preziosi, Germany did her best to prevent the industrializa- 
tion of Italy and, where this was impossible, she sought to obtain 
by financial devices the control of Italy’s key industries—textile, 
metallurgical, and shipping. In addition, the Banca Commerciale, 
which had “‘its arms in Italy but its head in Berlin?” favored German 
trade by all kinds of stratagems and invested Italian savings abroad 
in enterprises controlled by Germany. Preziosi accuses the Germans 
of industrial espionage and the Banca Commerciale of stopping 
credit facilities to firms which show an anti-German attitude. He 
points out cases of open or veiled political corruption and suspects 
the hand of Germany in industrial strikes, employing for all these 
activities of the Banca Commerciale the familiar term, “the Trojan 
Horse.” 

In general, Preziosi has this to say about German methods: 
Pan-Germanism acts everywhere applying always the same rational and 
well studied procedure, which consists in the foundation of one or sev- 


°Tbid., p. 64. Bibliography concerning this case of dumping is given there. 

7Giovanni Preziosi, La Germania alla conquista deil'Italia (Florence, 1914), intro- 
duction by Mafteo Pantalconi, the well-known economist; I am referring to the second, 
the 1916, edition. Ibid, p.11. 
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eral banks, in the capture thereby of the credit system, of savings, trade, 
industry, and the merchant marine, and in the creation of a dense net- 
work of interests and customers--with the result of rendering other 
nations subservient to Germany.° 


If Preziosi wrote the most sensational book on the methods of Ger- 
man economic penetration before the First World War, the most 
detailed and authoritative statement on the same subject is that of 
the French historian Henri Hauser.” His book, written in 1915, 
is wholly dedicated to the proposition that “economic war, conquest 
of markets,—words applied to Germany—are not at all metaphors. 
More than ever we have the feeling that Germany made war in the 
midst of peace with the instruments of peace. Dumping, export 
subsidies, import certificates, measures with respect to emigration, 
etc., all these various methods were used not as normal methods of 
economic activity, but as means to suffocate, to crush, and to ter- 
rorize Germany’s adversaries.’ 

Having described these methods in detail with special emphasis 
on dumping and on the export of capital as practiced by Germany, 
he concludes: “By this concentration of all its energies, by this unity 
of direction, economic Germany has become a power at least as 
formidable as military Germany and of the same order: a power of 
domination and of conquest.”* 

It would be easy to add to these quotations examples from other 
authors,” It is not our task here to examine how much truth there 
was in the accusations of Preziosi, Hauser, and others, and how 
far the foreign economic policies of Imperial Germany had been 
centrally and systematically planned in advance with the “ultra- 

° Tbid., p. 35. 

* Henri Hauser, Les méthodes allemandes d’expansion économique (Paris, 1915), 
(English translation, Germany’s Commercial Grip on the World [New York, 1917]). 

4 Ibid., 8th ed. (Paris, 1929), p. 4. 

¥ Thid., pp. 258-259. 

PE g., Maurice Millioud, The Ruling Caste and Frenzied Trade in Germany, trans- 
lated from the French (Boston, 1916); Henri Lichtenberger and Paul Petit, L’im- 
périalisme économique allemand (Paris, 1918); Siegfried Herzog, The Future of 
German industrial Exporis (New York, 1918); also see below, p. 60. For factual 
surveys, cf. U.S. Bureau of Foreign and Domestic Commerce, German Foreign Trade 
Organization (Washington, 1917), and German Trade and the War (Washington, 1918). 
An interesting study in national self-criticism, which tries to explain the reasons for 
world-wide suspicion and hatred against Germany in general and German trade in 


particular, was given by the philosopher, Max Scheler, Die Ursachen des Deutschen- 
hasses (Leipzig, 1917). 
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economic” aim of domination and eventual conquest. In the main, 
these writings were tracts which added the economic aspect to the 
literature on Germany’s diplomatic preparations for war. They give 
only one side of the picture, forgetting that foreign trade and export 
of capital implied also a dependence of Germany on other nations; 
in general they were entirely lacking in systematic analysis of the 
connection between national power and international economic 
relations. 

This much is certain: The possibility of using external economic 
relations for purposes of power policy was clearly recognized; what- 
ever its objective foundation in economic history or theoretical 
analysis, it had become a very strong subjective reality. For many 
persons it turned into an obsession, people always being prone to 
believe both that they are being maneuvered by hidden forces and 
that the worst has been prevented just at the last moment. Thus, 
Briand, then French Prime Minister, declared at the opening of 
the Paris Economic Conference of the Allies in 1916: ‘“The war has 
opened our eyes to the peril; it has abundantly demonstrated the 
economic slavery into which the enemy sought to drag us; we must 
recognize that .. . our adversaries came very near to success.’ Simi- 
larly, Mr. Hughes, Australian Prime Minister, issued a statement 
after the conference in which he said: “Some Allies were before the 
War so completely enmeshed in the toils of Germany that they had 
lost all but the shadow of their nationality, and even now they are 
obsessed with the fear that peace will find them again in the grip of 
the encmy.”” It was indeed at this very conference that the anxieties 
of a possible renewal of “silent economic penetration” after the war 
found an official expression of far-reaching importance. Anxieties 
of this sort had been intensified during the war by German projects 
for Mitteleuropa and by persistent reports that German warehouses 
were overflowing with goods intended for a trade offensive immedi- 
ately upon the cessation of hostilities. 

Let us now inquire how political leaders and economists reacted 
to the discovery that foreign economic relations could be. had been, 
and probably would again be used as an instrument of national 
power policy. How was the danger to be averted? In other words, 


“4 Fe Temps, June 15, 1916, 
4 Times (London), June 21, 1916. 
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how did the experience affect thinking on postwar economic recon- 
struction and thus postwar economic policy? 

In the main, it is possible to distinguish two schools of thought. 
The writers who had aroused the public to the danger of “silent 
economic penetration” were ardent advocates of preparing defen- 
sive or offensive weapons from the arsenal of economic nationalism. 
Aligned against them were the defenders of the virtues of free trade 
who ignored or denied the danger to which their adversaries had 
pointed. 

It was only too easy to exploit the possibility of “economic aggres- 
sion” by sovereign nations as an argument against free commercial 
intercourse. The demand for increased protection seemed to be 
much more compelling and much less oriented toward mere vested 
interests if the evil portrayed by the protectionist was economic 
aggression and penetration rather than foreign competition. The 
necessity of revision of accepted thinking on free trade and protec- 
tion in favor of the latter was emphasized by Hauser, who declared 
that “no theory can prevail over the facts.” The same note was 
struck by Briand in his already-quoted speech at the Paris Economic 
Conference: “You will be less attentive to the traditiona! theoretica} 
doctrines and to old customs than to the new realities which are 
imposing themselves upon us. If it is proved that old errors have 
almost permitted our enemies to establish an irretrievable tyranny 
over the productive forces of the world, you will abandon these 
errors and enter new roads.” And the London Times was in happy 
agreement with “the truth that the cconomic situation arising out 
of the war and the problems attending it cannot be dealt with by 
muttering any shibboleth.’” 

The universal endorsement of “realism,” as against theories and 
abstractions considered as “shibboleth,” is an aspect of what Benda 
was to describe after the First World War as the intellectual victory 
of Germany.” This victory went even so far that some of the very 
authors who denounced German commercial methods had nothing 
better to propose than to use these methods on behalf of their own 
countries and for the very aims for which Germany had used them. 


* Hauser, op. cit, p. iv. 
“ Times (London), June 23, 1916, editorial, 
* Julien Benda, La trahison des clercs (Paris, 1927), Pp. 72. 
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Thus, Preziosi wanted to build up strong Italian industries so that 
they may “in their own time practice dumping, turning against the 
Germans their own favorite weapons.” Similarly, he wished to free 
the Banca Commerciale from German influence because “the bank- 
ing system has to be one of the most powerful instruments which 
the state has at its disposal in order to direct international policy 
according to its own aims.” Thus, it is not surprising to he informed 
by the Enciclopedia Italiana that Preziosi early joined the Fascist 
party and had an important part in the elaboration of its economic 
program before the march on Rome, 

In a more balanced fashion, Hauser made a distinction in his final 
chapter between “what we shall not imitate from Germany” and 
“what we shall have to imitate.” This shows rather significantly the 
way in which the whole problem was raised. But in spite of his 
moderate position—he rejected the more aggressive German meth- 
ods, such as dumping, and did not favor a complete boycott of 
Germany after the war’s end—he advocated an “economic offensive” 
even after the war as the only possible answer to German methods.” 

These instances suffice to show the general features of a current 
of thought which received its practical expression and official conse- 
cration at the Paris Economic Conference. This was, significantly, 
the only ANied conference during the war at which problems of 
postwar economic reconstruction were under consideration. A short 
survey of its resolutions and its influence upon later events seems 
therefore to be warranted.” 

The resolutions adopted by six Allied nations—England, France, 
Italy, Russia, Belgium, Japan—fell into three parts: measures for 
the war period; measures for the transition period after the war; 
and permanent measures. The aim of the conference is clearly stated 
in the preamble to the resolutions: 

The representatives of the Allied governments... declare that, after 
forcing upon them the military contest in spite of all the efforts to avoid 


the conflict, the Empires of Central Europe are today preparing, in con- 
cert with their allies, for a contest on the economic plane, which wil] not 


¥ Preziosi, op. cit., P. 43. 

” Preziosi, op. cit., p. 58. 

2 Hauser, op. cit., p. ix, 

™For a history of the genesis of the conference, see Etienne Clémentel, La France 
et la Politique Economique Interalliée (Paris-New Haven, 1931), pp. 74-78. 
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only survive the reéstablishment of peace, but will at that moment attain 
its full scope and intensity, 

They cannot therefore conceal from themselves that the agreements 
which are being prepared for this purpose between their enemies have 
the obvious object of establishing the domination of the latter over the 
production and the markets of the whole world and of imposing on 
other countries an intolerable yoke. 

In the face of so great a peril, the representatives of the Allied govern- 
ments consider that it has become their duty, on grounds of necessary 
and legitimate defense, to adopt and realize from now onward all the 
measures requisite on the one hand to secure for themselves and for the 
whole of the markets of neutral countries full economic independence 
and respect for sound commercial practice and, on the other hand, 
to facilitate the organization on a permanent basis of their economic 
alliance,” 


In this preamble the spirit which dominated the conference be- 
comes clear. ‘The economic sovereignty, even of the defeated enemy, 
is not questioned, and it is supposed that economic war will continue 
after the end of military war. Under this assumption the main pre- 
occupation of the Allies became “economic defense,” which is very 
often indistinguishable from economic warfare.” 

We are interested here in the resolutions of the conference only 
so far as they deal with the transition period or with the permanent 
arrangements after the war. These sections, reproduced in Appen- 
dix B, should be read in their entirety. Indeed, they make familiar 
reading. 

One after another we find enumerated all the fundamental poli- 
cies of refined economic nationalism with which we have become 
so well acquainted in the period between the two wars—restricted 
access to raw materials and resources, preferential treatments and 
discriminations, restrictions on the activities of aliens, antidumping 
legislation, differential transport rates, autarky, not only with re- 
spect to key industries, but on a practically universal scale by means 


* Quoted from H. W. V. Temperley, A History of the Peace Conference of Paris, 
Vol. V (London, 1921), p. 367. 

“Le Temps had a somewhat lukewarm attitude toward the conference and showed 
the absurdity of this position even from a nationalistic point of view. “We think that 
the main economic task of the Conference is not to elaborate this modest réply to a 
project which is assumed to be already realized, but on the contrary by all means to 
prevent the realization of this project and the formation of this Mitteleuropa, although 
some persons apparently would like to confine themselves to preparing a shield against 
its blows.""—Le Temps, June 15, 1916. 
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of subsidies, tariffs, prohibitions, etc. Even a cursory view of this 
amazing Pandora’s box raises doubts whether these measures were 
devised for defeise only. 

The Paris Resolutions were to be considered as a basic program. 
Each of the Allies promised to work out its own program in terms of 
national policies. Each, furthermore, was to be informed of the pro- 
gram decisions of the other. The agreement had not been reached 
casily. The French and English delegations met with some resist- 
ance from the Russian and Italian delegations. Before the war the 
two latter countries had relied heavily on the German market and 
viewed with some apprehension the possibilitics of German re- 
prisals. The Russian delegates opposed the period of five years 
which had been proposed by the English delegation as the minimum 
period during which Germany was to be excluded from most- 
favored-nation treatment; Russia obtained the much vaguer word- 
ing “for a number of years to be fixed by mutual agreement.’ 

The Russian government, however, was mainly fearful lest too 
intimate an understanding with the Allies on postwar economic 
policy might, by the establishment of conventional tariffs, restrict 
Russia’s contemplated full use of economic sovereignty. This is evi- 
dent from the governmental! instruction to the delegates, which 
underlined “the necessity of a thorough-going, unhindered develop- 
ment of our productive forces and organization on as large a scale 
as will be practicable of our vast natural resources... . In order to 
avoid the enslavement of our industry by foreign enterprises and 
to make it absolutely independent we must, as a just measure, create 
autonomous tariffs, where the tariff on goods is not fixed by agree- 
ment with individual countries but is established by legislative 
chambers in accordance with the needs of the country, leaving us 
complete freedom to alter the tariffs in order to protect whatever 
branch of national industry may need it." As we see, such oppo- 
sition as existed within the conference against the Anglo-French 
proposals was motivated by the fear that the prospected policy did 
not go far enough in the direction of economic nationalism. What 
Russia really objected to was not discrimination against Germany 


*Baron Boris E. Noide, Russia in the Economic War (New Haven, 1928), pp. 
167~168. 
* Quoted in Nolde, of. cit., p. 163. 
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as much as it was postwar economic collaboration between Germany 
and Russia’s wartime Allies. 

Although less evident on the surface, a similar tendency was 
noticeable in Great Britain, where the emphasis shifted slowly from 
Allied economic solidarity against the enemy to British protection 
against the foreigner and to the problem of imperial supply.” 

One of the driving spirits behind the British delegation was, in- 
deed, W. A. S. Hewins, a prominent tariff reformer and imperialist.” 
Seeing in the Paris Resolutions a powerful lever for eventually 
achieving tariff protection and imperial preference, he attributed 
to them an enormous and beneficial importance; this, in spite of the 
harmful effects felt-from them in the midst of the war. 

The resolutions, indeed, lent substance to the German claim that 
England had engineered and entered the war out of jealousy for 
German trade;* and Lloyd George himself pointed out later to 
Hewins that they had prolonged the war by drawing the German 
people closer together, impressed by the fear of economic strangu- 
lation after the war.” Again, the resolutions caused strong misgiv- 
ings in neutral countries and, in particular, momentarily estranged 
the United States. Thus we read in Baker’s Woodrow Wilson, Life 
and Letters: 


When confidential telegrams brought reports of the agreements being 
negotiated at the Paris Economic Conference, June 14th to June 17th, 
the State Department became exceedingly apprehensive. The more 
Lansing thought about the mattcr, the more positive he was that the 
Allies were deliberately making encroachments upon the rights of neu- 
trals under the guise of measures against Germany. He warned the Presi- 
dent June 3 that the results of the Paris pacts might be “very far-reaching 
on the commerce and trade of the whole world after the war is over.” 
“The drastic measures of the Allies purpose to prevent as far as possible 
the rebuilding of industries and commerce (of the Central Powers) after 
the war... the knowledge of this intention to continue the war indus- 
trially . . . will cause the Central Powers to hesitate in taking steps toward 
a restoration of peace. ... In view of these possibilities would it not be 

*W.K. Hancock, Survey of British Commonwealth Affairs, Vol. U, Part I (London, 
1940), p. 96, 

* Hancock, op. cit., p. 138: W. A. S. Hewins, The Apologia of an Imperialist (mostly 
in diary form), Vol. IE (Landon, 1929), Passive. 

® Alfred Marshall, “National Taxation after the War,” in After-War Prablems, ed. 
by W. W. Dawson (London, 1917). P. 344. 

» Hewins, op. cil., p. 192-133. 
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well to consider the advisability of holding a Congress of Neutrals to... 
determine upon ways and means to relieve the present situation and 
to provide for the future... the best way to fight combination is com- 
bination’? 

The same fears cropped out in a Senate resolution . .. inquiring of 
the President what was the ‘“‘character, form and full purpose of this new 
action by the Allies.’”* 


The Paris Resolutions were submitted in England in July, 1916, 
“for special reference” to a newly appointed “Committee on Com- 
mercial and Industrial Policy After the War.”” The chairman of this 
committee was Lord Balfour of Burleigh, and Mr, Hewins was one 
of its members. The committee's final report is dated December 3, 
1917, i.e., eight months after the entry of the United States into the 
war. At that time the world-wide extension of the Entente, together 
with the letter of the Paris Resolutions which, after all, had foreseen 
a postwar economic alliance between the Entente countries, could 
have led to the planning of a strong nucleus for future international 
economic collaboration. But it was the nationalistic and restric- 
tionist spirit of the Paris Conference which prevailed. In spite of a 
number of qualifications the emphasis of the Balfour Committee's 
report is on imperial preference, postwar restrictions of trade with 
former enemy countries, protection of essential industries, protec- 
tion against dumping and “sweated goods,” control of economic 
activities exercised by aliens, and, finally, the rejection of the deci- 
mal system in weights, measures, and coinage! 

Only three months earlier, President Wilson had already fore- 

shadowed his own program of postwar economic reconstruction in 
the American reply to the Pope's offer of mediation: 
Responsible statesmen must now everywhere see, if they never saw 
before, that no peace can rest securely upon political or economic restric- 
tions meant to benefit some nations and cripple or embarrass others, 
upon vindictive action of any sort, or any kind of revenge or dclibcrate 
injury.... Punitive damages, the dismemberment of empires, the estab- 
lishment of selfish and exclusive economic leagues we deem inexpedient 
and, in the end, worse than futile, no proper basis for a peace of any 
kind, least of all for an enduring peace.” 


» Ray Stannard Baker, Woodrow Wilson, Life and Letters, Vol. VI (New York, 1937), 
Pp. 229-230. 

“New York Times, August 29, 1917. In the original draft of his reply, the President 
had used the word “childish” instead of “inexpedient.” In deference to Allied senti- 
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In addition to his position on grounds of principle, Wilson repeat- 
edly pointed out how impolitic it was to menace Germany with 
punitive measures against her trade after the war, since such threats 
would inevitably stiffen the German spirit of resistance.” 

Thus, a clear-cut opposition is obvious between the spirit of the 
Paris Resolutions and the Balfour Committee's report, on the one 
hand, and the policy of the American President, on the other.* This 
Opposition remained unresolved and was brought into the open 
one year later at Versailles. 

The kernel of the economic reconstruction after the First World 
War should have been the third of Wilson’s Fourteen Points, which 
called for “the removal, so far as possible, of all economic barriers 
and the establishment of an equality of trade conditions among all 
the nations consenting to the peace, and associating themselves for 
its Maintenance.” But two months before the Armistice, Clémentel, 
the French wartime Minister of Commerce, who in 1915 had initi- 
ated the Paris Economic Conterence, addressed a detailed letter 
to Clemenceau and Wilson outlining the French program of post- 
war economic organization.” This program was directly inspired 
by the Paris Resolutions, being an ardent plea for close postwar 
economic collaboration among the Allies and for discriminating 
measures and safeguards against Germany. 

Actually, Allyn A. Young, with his firsthand knowledge as the 
Economic Adviser to the American Peace Commission, was later 
to describe the third of Wilson’s Fourteen Points and the Paris 
Resolutions as the two conflicting fountainheads of the economic 


ment and upon the advice of Colonel House, he substituted the latter term. Cf. Charles 
Seymour, The Intimate Papers of Colonel House, Vol. II (New York, 1928) p. 164. 

* Cf. e.g. Baker, op, cit., Vol. VIL. pp. 341-342. 

* American opinion and policy, however, was not free from the influences which 
had shaped the Paris Resolutions. A publication of the Bureau of Foreign and Domes- 
tic Commerce on German Trade and the War (Washington, 1918) quotes approvingly 
in its conclusion a speech by an Italian industrialist, from which we extract the follow- 
ing characteristic passage: “The German people, feeling the bitter lesson of their 
defeat, will renounce, let us hope, for a long time, their mad ideas of reconquest or 
of revenge, but it will be necessary in every way for us to make haste in defense against 
their methods of economic invasion.”—Op. cit., p. 153. Cf. also the introduction, hy 
Herbert Hoover, Vernon Kellogg. and Frederick C. Walcott, in the book by Siegfried 
Herzog quoted above. The most violent book on the German economic menace known 
to the present writer was written after the end of the war by an American journalist, 
Stanley Frost, under the tile, Germany’s New War Against America (New York, 191g). 

* Clémentel, op. cit., pp. 337-348. 
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sections of the treaty." The real nature of the compromise is, how- 
ever, visible in articles 264 and 26%, which impose most-favored- 
nation treatment upon Germany without stipulating anything with 
respect to the commercial policy of the Allies. According to the 
Paris Resolutions, the Allies should have refused most-favored- 
nation treatment to Germany “for a number of years,” whereas, 
according to Wilson’s Third Point, they should obviously have 
granted her ‘‘equality of trading conditions.” The silence concern- 
ing the commercial policy of the Allies meant that there was no 
open contradiction between the treaty and Wilson’s Third Point, 
but that in practice the door was open for the application of the 
Paris Resolutions. It was also in the spirit of the Paris Conference 
to act as if the political independence of the restored or newly cre- 
ated nations could be nothing but a “sham independence” unless 
supplemented by full “economic independence,” which not only 
meant full economic sovereignty but even implied efforts to be self- 
sufficient with regard to all essential economic activities. 

The system proposed by Wilson was based upon the relatively 
liberal policies—reducing trade barriers and supporting nondiscrim- 
ination—to be conducted indcpendently by the various nations re- 
taining, in all other respects, their ful] economic sovereignty. But 
the Paris Resolutions had outlined a restrictionist and discriminat- 
ing policy which was to be implemented by an enduring association 
of the Allied powers even after the war. Between these two poles, 
the economic groundwork laid at Versailles and the commercial and 
economic policies worked out during the pre-1939 peace years, a 
compromise of the worst kind was evolved, combining as it did the 
principle of full economic sovereignty and the practices of restric- 
tion and discrimination. 

With that refined instinct which can only be created by passionate 
partisanship, Hewins detected the intrinsic weakness of the Wil- 
sonian position as early as 1917. Commenting on Wilson's reply to 
the Pope’s offer of mediation, Hewins asserted what was to become 


* Allyn A. Young, “The Economic Settlement,” in What Really Happened at Paris, 
ed. by Colonel E. M. House (New York, 1921), pp. 309-317; cf. also the same author on 
“Commercial Policy in German, Austrian, Hungarian and Bulgarian Treaties,” in 
A History of the Peace Conference of Paris, ed. by H. W. V, Temperley, Vol. V (London, 
1921), p. 63, and Bernard M. Baruch, The Making of the Reparation and the Economic 
Sections of the Treaty (New York, 1930). p. 82. 
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the standard argument against American commercial policy: “In 
effect Wilson invites the Powers to adopt a policy of international 
free trade to protect the isolation of the U. S. A.’ Since that time 
much has been said about the failure of the United States after 1918 
to adjust the structure of its foreign trade to its new position as a 
creditor nation. And it is certainly true that the United States, con- 
stituting an immense and highly protected economic empire, was in 
an unfavorable position to combat ‘“‘the establishment of selfish 
and exclusive economic leagues.” Wilson himself, when pressed to 
comment on the third of his Fourteen Points, interpreted it in a 
limited sense by saying that he insisted only upon the policy of non- 
discrimination. He declined to make any reference whatever to the 
“removal, as far as possible, of all economic barriers.” 

The unwillingness of the United States to make a contribution 
to the rehabilitation of international economic relations by tariff 
reductions or, at least, by an agreement to stabilize existing tariffs, 
however, can be considered as only one reason for the utopian flavor 
and the eventual defeat of Wilson’s policy. An even more important 
factor contributing to the weakness of the American—or rather, Wil- 
sonian—position has been pointed out more recently. This was the 
premature breaking up of the agencies of Allied economic collabo- 
ration which had been created for war purposes but which could 
have been turned to the tasks of relief and reconstruction,” 

A third element which made for the victory of economic national- 
ism in the period between the two wars was an insufficient apprecia- 
tion of the very earnest motives which had led to the adoption of the 
Paris Resolutions. In describing these motives in detail, we have 
seen how events before 1914, how German plans for Mitteleuropa 
during the war, and how a body of writings on these subjects had 
imbued public and statesmen alike with the fear that external eco- 
nomic relations might be used as instruments of power policy. Not 
only Germany, which had gone through the experience of Allied 

” Hewins, op. cit., Vol. IL p. 165. 


™ Baker, op. cit., Vol. VIII, pp. 503-504, 524~525. CE. also, Seymour, op. cit., Vol. IV, 
PP. 193-194. 

* Cf. J. B. Condliffe, Agenda for a Post-War World (New York, 1942), pp. 58 f., and 
E. H. Carr, Conditions of Peace (New York, 1942), pp. 249 f. For detailed reference, see 
Henry B. Brodie and Karl W. Kapp, “The Breakdown of Inter-Allied Economic 
Collaboration in 1919,” in National Planning Association, United States’ Codperation 
with British Nations, Planning Pamphlets, No. 6 (August, 1941). 
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economic blockade, but all nations had become conscious and afraid 
of the possibilities of economic domination. This consciousness and 
this fear—carcfully nourished and exploited by a host of sectional 
interests—were to determine their external economic policy just as 
their internal policy was vitally affected by the Russian Revolution, 
which had rendered the middle classes the world over conscious and 
fearful of social revolution. 

A considerable amount of opposition to the Paris Resolutions was 
evident in all the Allied countries, particularly in England and the 
United States; but this opposition, although fully aware of the dan. 
gerous economic and political consequences involved, generally 
ignored or denied the problem which the Paris Resolutions had at 
least attempted to solve. Let us summarize briefly this section of 
opinion, which formed the ideological background of President 
Wilson’s position. 

The Paris Resolutions were generally interpreted by their oppo- 
nents as a wartime offensive of the protectionists; critical appraisal 
was often restricted to a mere restatement of the merits of free trade, 
of the most-favored-nation clause, and of the open-door principle.” 

At the times it was touched upon, the idea that the state could use 
commercial relations for ends of national power was entirely dis- 
missed. As early as 1904 William Smart struck this note in a book 
directed against the tariff reformers: “All the nonsense one hears 
about dumping as a ‘national conspiracy’ is derived from the falla- 
cious idea which thinks of another nation as an industrial unit," 
Sull more outspoken was J. A. Hobson, who devoted a booklet to the 
refutation of the thesis adopted at the Paris Economic Conference.” 
In the chapter envitled “Haw to Meet Trade Aggression,” he writes: 


The German State had a powerful secret service in many foreign coun- 
tries, and may have utilized branches of German firms abroad as 
sources of political information. The widespread employment of Ger- 
man clerks in foreign commercial houses has undoubtedly given German 
firms a fuller knowledge of the business conditions of their foreign com- 


“The Economist of July 8, 1916, p. 55, reproduced in (ull a letter of protest by 
liberal peers and Members of Parliament. For a general review of the opposition in 
various countries, cf. E. M. Friedmann, international Commerce and Reconstruction 
(New York, 1920), pp. 108-116. 

“ William Smart, The Return to Protection (Landon, 1904), p. 161, quoted in Viner, 
Dumping, etc., op. cit., p. G1. 

2 J. A. Hobson, The New Protectionism (New York, 1916). 
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petitors than commercial firms in England possess. But all these arts and 
practices are nothing else than an intelligent seizure of legitimate busi- 
ness opportunities. ...The notion that all this expanding trade and 
finance have been the cat’s-paw of the aggressive German state is base- 
less.... The suggestion that German traders, bankers, colonists, are 
merely advance agents of the German state is one of those impositions 
upon credulity which would not have been possible in any other atmos- 
phere than that of war.* 

This startling statement was written when several international 
crises and wars leading up to the First World War had occurred, 
crises in which, as future research was to show, trade and finance 
had often been more the instruments than the determinants of 
diplomacy.“ 

Even Professor Cannan, who had so clear a view of the necessities 
of effective international government, saw in the “new protection- 
ism” “nothing but the old protectionism utilizing the ill-feeling 
created by the war and its unchivalrous incidents.’ 

Of prominent free trade economists at the time of the First World 
War, Edgeworth alone seems to have recognized the existence and 
the importance of the problem. This may be an outcome of his close 
contact with Continental thinking, on the one hand, and of his pre- 
occupation with the theory of the terms of trade, on the other.” 

He clearly recognized and, to some extent, defended “the motives 
of those free traders who took part in the Conference of Paris. The 
danger which they had in view was not the bogey of the common 
protectionist, not the action of normally competing merchants, but 
‘dumping’ or some other form of ‘penetration’ engineered and sub- 
sidized by a hostile government acting in monopolistic fashion, like 
a trust when it ‘freezes out’ its rivals.’" It should be noted that Edge- 
worth pleaded here only for a better appraisal of the motives of 
those responsible for the Paris Resolutions, not for the resolutions 
themselves. He was far from agreeing with them, but he recognized 


* Hobson, op. cit., pp. 78-79. 

“ Cf. Eugene Staley, War and the Private Investor (New York, 1935), passim. 

“In the review of Mr. Hobson's book reprinted in An Economist's Protest (London, 
1927), p. 8g. Cf. also his blunt statement: “Of all the discreditable tomfooleries of 
which we have been the victims, the ‘war on German trade’ was the most idiotic,”-- 
Ibid., p. 63. 

“See above, p. 11. 

“F, Y, Edgeworth, Papers Relating to Political Economy, Vol. II (London, 2925), 


Pp. 225. 
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clearly the reality of the question raised by him in a not unfavor- 
able review of Preziosi’s book: ‘“How are we to define the arts and 
aims to which the odious character of ‘conquest’ is properly attrib- 
utable from a ‘penetration’ which is really peaceful and conducive 
to the increase of the world’s wealth and the survival of the econom- 
ically fit?’ 

Edgeworth thus stands between the two groups which our analysis 
of World War I discussions on postwar economic policy has revealed. 
Between those who ignore the danger of external economic relations 
becoming an instrument of national power aims and those who see 
the danger but try to remedy it by the defensive and offensive 
weapons of economic nationalism, a place should indeed be left to 
those who, faced with the danger, refuse to follow the policy either 
of the ostrich or of Gribouille. 


“ Fbid., Vol. III, p. 203. 


CHAPTER IV 


Problems of Reconstruction 


B... OUR THEORETICAL and historical analyses—supple- 
mented in Part II by statistical evidence—permit certain conclusions 
which can be made available for the current discussion on postwar 
reconstruction. 

The situation with which we are confronted today and which will 
have to be met after the end of the war is in many ways similar to 
that which resulted during and after World War I. As at the Paris 
Economic Conference of 1916 and subsequently at Versailles, the 
fear of “economic aggression” and the prevention of its recurrence 
will be a major preoccupation of our future peacemakers. 

We shall examine three possible attempts to solve the question: 
(1) the imposition of certain restraints upon the commercial and 
economic policy of Germany and her allies; (2) universal free trade; 
and (3) the abolition of discriminating practices and the restriction 
of state intervention. The appraisal of these proposals will lead up 
to the principle which, in my opinion, should guide the reconstruc- 
tion of international economic relations. 

The disarmament of Germany, Italy, and Japan will certainly 
have to include an economic disarmament which will prevent the 
use of the productive powers of these countries for aggressive 
purposes. A distinction should, however, be made in this respect 
between the economic basis of military aggression and economic 
aggression proper. Although the task of securely preventing at the 
source any future rearmament of the Axis countries is admittedly a 
difficult one, it is not without prospect of a reasonable solution. The 
crucial importance of gasoline as a raw material, of the airplane as 
a weapon, and of the machine-tool industry as the industrial basis 
of modern warfare points to the possibility that a tight control in a 
few strategic points within a country’s economy might paralyze its 
power to prepare for war without impairing its capacity to produce 
for the purposes of civilian consumption. 


[71] 
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But the task becomes far more complicated if we turn our atten- 
tion to economic aggression as a substifute for and complement to 
military aggression. Will it be sufficient to guard against it by pro- 
hibiting certain specific methods which have been prominent in the 
‘thirties, such as clearings, differential exchange rates, overvalua- 
tion, export subsidies, exchange dumping, and monopolization of 
the trade of small countries? 

It follows from our previous analysis that this remedy against 
future economic aggression would be insufficient. In the first place, 
it is by no means certain that these various devices exhaust the arse- 
nal of economic aggression. During and after World War I many 
countries, following the recommendations of the Paris Economic 
Conference, established restrictive legislation against the commer- 
cial activities of foreigners and tried to limit current capital invest- 
ments. The presence of foreign personnel and capital had indeed 
been a prominent feature of “penetration” in the period before 
1914." What was the result and the cffectiveness of the new regula- 
tions? Two examples may be cited: ‘Ihe main effect of French anti- 
alien legislation of 1919 was to render life difficult for refugees; and 
the extensive efforts of the Turkish government to get rid of foreign 
capital appear to be rather futile when it is remembered how Ger- 
many in a few years has succeeded in taking over more than half of 
the Turkish foreign trade. In shaping our future economic policy, 
let us not imitate the French Gencral Staff, the mistake of which for 
the last eighty years has been to be always perfectly well prepared— 
for the last war. 

There is, moreover, an overwhelming probability that nations 
will not put sufficient trust in the efficient working of the contro] 
over the trade of their former enemies. They will want to render 
impossible future attempts at economic domination, not only by 
restraints on Germany and her allies, but by positive action of their 
own. And in the framework of national sovereignties, this action 
spells the recrudescence of the very policy which resulted from 
World War I: more economic nationalism, more restriction, and 
more discrimination. 

Here we enter a vicious circle. Restriction and discrimination 
undoubtedly sharpen national antagonisms. They provide also excel- 


1 See above. p. 55. 
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lent opportunities for nationalist leaders to arouse popular resent- 
ment. And if these leaders, once in power, should feel the slightest 
doubt concerning the best policy to adopt, they will be much encour- 
aged in their aggressive intentions by realizing that international 
economic relations provide them with an excellent instrument to 
achieve their ends, just as a promise of a quick and crushing victory 
by means of aerial superiority undoubtedly contributed in a most 
important way to the outbreak of the present war. 

How can we escape from a process of causation leading directly 
from one war to another? The first step toward the solution of the 
problem is to recognize fully its existence in all its implications. We 
have seen in our Chapter II how the political aspect of international 
trade relations arises out of the system of national sovereignties. The 
close interconnection of political concepts, such as “dependence on 
foreign countries,” and of concepts of economic analysis, such as 
“gain from trade” or “substitute markets,” has been made clear. 

I do not think that the classical economists have entirely over- 
looked the political aspect of international economic relations. They 
may have given little thought to the subject, but no one has yet given 
a better picture of the nature of “dependence on trade" than Adam 
Smith, who, in his chapter on colonies, described the dangers result- 
ing to Great Britain from her overinflated trade with the Ameri- 
can colonies. Adam Smith, indeed, attacks Britain’s colonial trade 
monopoly, not only on purely economic or “welfare” grounds, but 
also because “the whole system of her industry and commerce has 
thereby been rendered less secure; the whole state of her body politic 
less healthful than it otherwise would have been.” And he continues 
with an analogy from the human organism, which we shall quote 
in full: 

In her present condition, Great Britain resembles one of those un- 
wholesome bodies in which some of the vital parts are overgrown and 
which, upon that account, are liable to many dangerous disorders scarce 
incident to those in which all the parts are more properly proportioned. 
Asmaill stop in that great blood vessel, which has been artificially swelled 
beyond its natural dimensions, and through which an unnatural propor- 
tion of the industry and commerce of the country has been forced to cir- 
culate, is very likely to bring on the most dangerous disorders upon the 


whole body politic. The expectation of a rupture with the colonies, 
accordingly, has struck the people of Great Britain with more terror than 
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they have ever felt for a Spanish Armada or for a French invasion. It was 
this terror, whether well or ill grounded which rendered the repeal of 
the Stamp Act a popular measure among the merchants at least. In the 
total exclusion from the colony market, was it to last only for a few years, 
the greater part of our merchants used to fancy that they foresaw an 
entire stop to their trade; the greater part of our master manufacturers 
the entire rnin of their business; and the greater part of our workmen 
an end of their employment. A rupture with any of our neighbors upon 
the continent, though likcly, too, to occasion some stop or interruption 
in che employments of some of all these different orders of people, is fore- 
scen, however, without any such general emotion. The blood of which 
the circulation is stopt in some of the smaller vessels, easily disgorges 
itself into the greater without occasioning any dangerous disorder; but, 
when it is stopt in any of the greater vessels, convulsions, apoplexy, or 
death, are the immediate and unavoidable consequences.” 

Adam Smith is thus quite aware of the political dependence into 
which one country might fall by her trade relations; but he pictures 
this dependence as the consequence of an unhealthy trading system, 
a consequence which will disappear with the abolition of that sys- 
tem. Ele thinks that without the monopoly of the colonial trade, i.e., 
under free trade, there would result ‘a natural balance... among 
ali the different branches of British industry”; trade would run “in 
a great number of small channels”; and there would obviously be 
no need to worry about the interruption of any one of these chan- 
nels, as “the blood, of which the circulation is stopt in some of the 
smalier vessels, easily disgorges itself into the greater.’* As we saw 
above, Macaulay was later to take up a very similar argument for 
free trade during the discussions on the Corn Laws.* 

It seems therefore that the early English free trade economists, 
unlike many of their later disciples, did not ignore entirely the 
power aspect of international economic relations. They certainly 
did not simply assume the problem away by presupposing a “peace- 
ful attitude” in men.‘ It was rather their belicf that the political or 
power aspect of foreign trade could be neutralized efficiently bya 
universal free trade system, because the trade of every country would 
be so widely spread over the various markets that it need not worry 


? Adam Smith, Wealth of Nations, p. 571. 

* Ibid, pp. 570, 571, 

*See above, p. 7. 

® This has been contended recently by Louis Baudin, Free Trade and Peace (Paris, 
1939), p. 26 and passim. 
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about the interruption of the trade with any particular country. 
Under universal free trade any country would hold only a smal} 
proportion of the total trade of any other country, and substitute 
markets or sources of supply would always be readily available. 

Similarly, it was assumed with respect to the internal market, not 
that the producers would have an “attitude” opposed to the control 
of market price, but that any single producer would handle only so 
small a share of the total output that he would be unable to control 
the price of the product by altering the scale of his output. The 
theory of imperfect competition has shown that this situation is 
only very rarely realized. But the conditions which were supposed 
to lead to a neutralization of the power aspects of international eco- 
nomic relations are not merely “unrealistic,” but entirely fantastic. 
They presuppose, indeed, a multitude of states of approximately 
equal importance each with approximately the same volume of 
foreign trade, the trade of each country being spread equally over 
all the other countries and no country possessing a monopoly with 
respect to any peculiar skill or natural endowment. In such a world 
there would be no special need to guard against the offensive 
weapons of national economic sovereignties, If universal free trade 
could give reality to this world, it would undoubtedly be the 
solution to the problem. 

Actually, the division of the world into big and small, rich and 
poor political units combined with the fact that the poor and smal] 
countries trade but little among themselves renders this solution 
completely impracticable. Moreover, as we have seen in our Chapter 
I, so important a form of the international division of labor as that 
between agricultural and industrial countries leads to certain power 
disequilibria. The statistical analysis will show that the dependence 
on one ora few markets and the dependence on one or a few products 
are generally cumulative. In this way, foreign trade brings about a 
maximum degree of dependence for certain countries which is by 
ho means always the result of conscious policy on the part of other 
countries.’ A similar cumulative effect operates in the many coun- 
tries which are both relatively poor and small. 

It would have been easy to take the position with respect to the 
issue before us that we cannot wait for the reconstruction of a more 
“See above, p. 13, 
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peaceful world until universal free trade is established. But we have 
not been arguing here on any such “realistic” grounds. Approxima- 
tion to the free trade principle, which is by no means tied up neces- 
sarily with the institution of private enterprise,’ remains a goal for 
which, despite all the difficulties of realization, it is important to 
strive on the grounds of cconomic welfare. But if the case for free 
trade, on economic or welfare grounds, has remained unanswerable 
since Adam Smith and Ricardo, our analysis shows that it does not 
have the additional merit of doing away with the political aspect of 
international economic relations. 

If chis is so, an argument a fortiori applics to the simple abolition 
of discriminating treatments such as quotas, preferential or discrimi- 
nating duties, or exchange rates varying according to the type of 
transaction and the country involved. This program is much less 
ambitious than that of universal free trade, as, provided there is only 
one foreign exchange rate, it admits general tariffs and outright 
prohibitions as well as monetary manipulations. The most-fayored- 
nation clause is one of the typical expressions of this system which is 
generally implied in such phrases as “equality of trading conditions” 
ov “cquality of trading opportunity.” It was the aim of Wilson's 
economic reconstruction program and, so far as the reconstruction 
of international trade is concerned, seems still to be the only official 
postwar aim of the United Nations. This program is generally 
coupled with some attempt to limit restrictive state intervention 
and state trading in gencral. 

No doubt can exist that the use of discriminatory methods as well 
as the power of national governments to determine directly the 
direction and the composition of foreign trade enables them to 
make the most of the power potentialities of their external economic 
relations. Without these methods and this power it would be diffi- 
cult to enforce many of the policies which we have described in 
Chapter II as conducive to an increase in power. Frictions also arise 
very easily out of discriminating treatments and out of the identifi- 
cation of all private interests with the interests of the state. 

But, in the first place, protectionism without discrimination is 
quite sufficient to increase the existing inequalities of natural and 
human resources and to create thereby for some nation conditions 


‘CE. J. E. Meade, The Economic Basis for a Durable Peace (London, 1940), p. 94. 
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of privilege which are a factor making for an aggressive policy on 
the part of other nations. Secondly, every tariff implies a certain 
amount of discrimination against a particular country or group of 
countries;* and by skillful codrdination and timing of tariffs, pro- 
hibitions, and exchange manipulations, it should be possible to 
obtain, with respect to the direction and the composition of trade, 
effects similar to those which can be reached more easily by quotas, 
bilateral clearings, etc. Thirdly, the ‘‘politicalization of trade” has 
its primary roots, as we have seen, not in the control over the flow 
of trade, but in the negative power of the nation-state to stop trade. 
This power is an attribute of national sovereignty whatever may be 
the degree of positive state intervention. Where a possibility of using 
foreign trade as an instrument of national power policy exists, of 
course, a strong incentive is given to use this instrument in its most 
effective way, i.e., discrimination and state intervention. These two 
forms of extreme economic nationalism do not therefore appear to 
us to be the cause of the political aspects of international economic 
relations, but, rather, they appear to be their symptom and ultimate 
outcome.” 

Speaking primarily of internal trade, John Stuart Mill said that 


* Cf. 8, H. Bailey, “The Political Aspects of Discrimination in International Economic 
Relations,” Economica, Vol. XXXV (February, 1932), PP. 90-91. 

® See above, pp. 15-17. 

* Finally, from the economic point of view, the abolition of all types of discrimina- 
tion might be both impracticable and undesirable. The term discrimination loses much 
of its meaning if it is applied to a state which has a centrally planned economy, the 
reason being that in such a state the methods of commercial policy may easily be re- 
placed by policies relating to the internal structure of production. But even in non- 
planned economies it may be extremely difficult to determine whether price differences 
for similar products are due to discrimination proper or to differences in the terms and 
conditions of the sale in two different markets. CE. on this point, the impressive list 
of possible warranted price discrepancies between different markets in the Temporary 
National Economic Committee, Monograph No. 6, Export Prices and Export Cartels 
(Webb-Pomcrene Associations), (Washington, 1940), pp. 16-28. It may also be econom- 
ically undesirable to outlaw price discrimination which might serve welfare as well as 
power purposes. Price discrimination is, indeed, implicit in the numerous proposals to 
prolong lease-lend aid for relief and reconstruction after the war and to create even 
permanently a food stamp plan on an international basis. (This idea is being explored 
in detail in an unpublished manuscript by Dr. Peter Franck; cf. also J. B. Condliffe, 
Agenda for a Post-War World [New York, 1942], p. 113, anid National Planning Associa- 
tion, United States‘ Codperation with British Nations, Planning Pamphlets, No. 6, pp. 
23-25.) We perceive in the difference in attitude with respect to discrimination a con- 
flict between the political economists of liberal tradition and the economic technicians 
eager to avail themselves of newly discovered weapons of economic policy—a conflict 
which should be resolved in the interest of consistent postwar policy. 
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“trade is a social act.”" We have now reached the result that interna- 
tional trade remains a political act whether it takes place under a sys- 
tem of free trade or protection, of state trading or private enterprise, 
of most-favored-nation clause, or of discriminating treatments. 
Still, the belief is widespread that it is possible somehow to escape 
this intimate connection between international trade and “power 
politics” and to restore trade to its “normal and beneficial economic 
functions.’’ How deep-rooted this conviction is, especially in Anglo- 
Saxon tradition, may be seen by the famous sentence of Washing- 
ton’s Farewell Address: “The great rule of conduct for us, in regard 
to foreign nations, is, in extending our commercial relations, to 
have with them as little political connection as possible.” It is cer- 
tainly this “rule of conduct” which echoes in the mind of Douglas 
Miller when he renders his verdict on Nazi business methods by 
declaring: “We must get this straight once and for all: There is no 
such thing as having purely economic relations with the totalitarian 
states. Every business deal with them carries with it political, mili- 
tary, social, propaganda implications.”” Mr. Miller does not define 
“purely economic relations”; nor does he seem to suspect that, like 
the purely “economic man,” they are an abstraction useful for eco- 
nomic analysis but seldom encountered in real life, especially in 
dealings between sovereign nations, be they totalitarian or not. 
The spirit in which Mr. Miller has written is also evident when 
he makes a distinction, which has recently become fashionable, be- 
tween the “economics of welfare” and the “economics of power” or 
the “economics of force.” This opposition is apt to be very mislead- 
ing if it implies that power relationships can be banned entirely 
from some ideal economic system. The distinction would be legiti- 
mate if it were intended to point out two different short-run aims 
of economic activity. But then one might better contrast the “eco- 
nomic policy of welfare” and the “economic policy of power.”” The 
economic relationships existing in a society dedicated to the pursuit 


4 J. S. Mill, On Liberty (Boston, 1865), p. 183. 

* Douglas Miller, You Can’t Do Business With Hitler (New York, 1941), pp. 88-89. 

* The dichotomy of the economics of power and of welfare has been superimposed 
upon the much older and neater distinction between economics of welfare and positive 
economics; the latter explains the working of the economic system, whereas the former 
is concerned with policy. This distinction was systematically developed by Edgeworth, 
who, in his Mathematical Psychics, contrasted the “economical” to the “utilitarian 
calculus.” 
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of welfare inevitably give rise to various forms of economic power; 
and this is by no means necessarily an evil, since such a society must 
develop power, both political and economic, against those who do 
not agree with its aim of welfare. The Nazis have merely shown us 
the tremendous power potentialities inherent in international eco- 
nomic relations, just as they have given us the first practical demon- 
stration of the powers of propaganda, It is not possible to ignore 
or to neutralize these relatively new powers of men over men; the 
only alternative open to us is to prevent their use for the purposes 
of war and enslavement and to make them work for our own pur- 
poses of peace and welfare.* 

This can be done only by a frontal attack upon the institution 
which is at the root of the possible use of international economic 
relations for national power aims—the institution of national eco- 
nomic sovereignty. 

The conclusions which we have reached are far from revolution- 
ary. But our contribution to the increasing tide of attack against 
national economic sovereignty is not based merely upon the wide- 
spread opposition against the indisputable evils of economic nation- 
alism: It proceeds even more from a frank recognition of the risks 
connected with expanding trade if this trade is organized on strictly 
separate national lines. Economic nationalism receives one of its 
main impulses from this risk, from the fear of entrusting national 
well-being to factors beyond the nation’s control. In the present 
organizational and institutional setting of international trade, the 
choice with which we are confronted is thus quite unattractive: On 
the one hand, a decrease of trade due to restrictionism increases the 
probability of national jealousies and desires for territorial expan- 
sion; whereas, on the other hand, more commerce means greater 
potentialities of using trade as an instrument of military prepara- 
tion, economic pressure, and blackmail. If we want to turn from the 
sterile alternatives between autarky and “economic penetration” to 
the achievement of international economic collaboration, the ex- 
clusive power to organize, regulate, and interfere with trade must 
be taken away from the hands of single nations. It must be trans- 


* With respect to the mechanisms of social control in general, this has been pointed 
out convincingly by Karl Mannheim, Man and Society in an Age of Reconstruction 
(London, 1940), pp. 199-326, in particular. 
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ferred to an international authority able to exercise this power as 
a sanction against an aggressor nation, 

To arrive at an internationalization of the power arising out of 
foreign trade, two conditions must be fulfilled: 


1) The complete autonomy of national commercial policies must be 
effectively limited, and this limitation must cover, not only a few 
restricted fields of action, but the whole of international economic 
relations. 

2) The institutional framework of foreign trade (consular services, 
chambers of commerce, import- and export-banks, organizations of inter- 
national transportation, etc.) must be drafted on international or supra- 
national lines. In other words, the international authority should be not 
only the ultimate supervisor of the machinery of international trade, but 
should also provide several of the most essential mechanisms of this 
machinery. By providing services essential to the traders, the inter- 
national authority would acquire a large measure of direct control over 
trade. The lack of such a control was largely responsible for the inade- 
quacy and inefficiency of Article 16 of the Covenant of the League of 
Nations. 


It is not our task here to implement by detailed proposals these 
two principles. But it may be useful to stress the importance of plan- 
ning in this direction. Most present postwar reconstruction schemes 
in the economic field seem to be inspired by the belief that the 
achievement of plenty and of stability constitute the necessary and 
sufficient condition for a lasting peace. That it is a necessary con- 
dition few would deny; and it is certainly a most encouraging 
feature of the present state of thought and action in this field that, 
although in the First World War the Allies lived in the perpetual 
fear of a German export offensive after the war, today the United 
Nations are actively preparing an offensive of food, clothing, and 
medical and other supplies for the populations freed from Axis 
control. 

The elimination of violent fluctuations of economic activity and 
the raising of national standards of living, however essential, are 
only one aspect of the problem before us. Peace, it has been said, isa 
“virtual mute, conunuous victory of the possible forces over the 
probable appetites.”* Two tasks, indeed, confront the organization 
of peace. They are: (1) to prevent, so far as possible, the formation 


4% Paul Valéry, Regards sur le monde actuel (Paris, 1931), p. 51- 


Theoretical and Historical Aspects 81 


of appetites impelling to war; and (2) to weaken the forces which are 
at the command of such appetites while strengthening the forces by 
which peace can be maintained. The second task, though less funda- 
mental than the first, remains important so Jong as the causes of 
warlike attitudes are not entirely known and extirpated. 

In a rough way this task corresponds to the attainment of what 
President Franklin D. Roosevelt has termed “freedom from fear,” 
whereas ‘freedom from want” is a preliminary condition for achiev- 
ing the first objective. Most recent studies concerned with freedom 
from want for all peoples have put forward strong arguments against 
the traditional conception of national sovereignty with respect to 
economic policy. We have tried here to show that this conclusion 
is even more compelling if we are looking for ways of diminishing 
or abolishing fears of aggression and of penetration arising out of 
international trade. The internationalization of power over external 
economic relations would go far toward the goal of a peaceful world. 


Part Two 


THREE STATISTICAL INQUIRIES INTO 
THE STRUCTURE OF WORLD TRADE 


Three Statistical Inquiries into the 
Structure of World Trade 


L. CIIAPTER Ii we have described the general conditions 
leading to greater national power by means of foreign trade. Cer- 
tain of these conditions were found to have definite quanutative 
characteristics. It is therefore possible to test statistically the pres- 
ence and evolution of these conditions, especially for the period 
between the two wars, excellent, easily available, and homogeneous 
statistics having been prepared by the League of Nations.’ 

We have undertaken three distinct inquiries, two of which con- 
cern the distribution.of foreign trade with respect to countries, the 
third being directed to an analysis of the commodity-composition 
of world trade from a certain standpoint. 

Examining the conditions under which country A will experience 
most difficulties in shifting its trade from one country B to other 
countries, we found that the fraction which B holds in A’s total trade 
is an important element in evaluating the situation.” This fraction 
depends on the size of its numerator, the trade of B with A, and on 
the size of its denominator, A's total trade. It seems, therefore, that 
country B could increase its trading partners’ difficulties in shifting 
their trade with B to other countries, either by increasing its trade 
with the same trading partners or by redirecting trade toward coun- 
tries with a smaller total volume of trade. Our first statistical inquiry 
seeks, therefore, to measure the extent to which the trade of the 
greater trading countries is spontaneously, or has been actively, 
oriented toward the smaller trading countries. 

If the greater trading countries have a power interest in monopo- 
lizing the trade of the smaller countries, the latter, as a defensive 
measure, should aim at splitting their trade equally among as many 
countries as possible in order to escape too great a dependence on 


1 Review of World Trade and International Trade Statistics. 
* See above. pp. 30-31. [85 } 
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one or two great markets or supply sources. Our second statistical in- 
quiry attempts, accordingly, to give a measure for the concentration 
of the trade of the smaller trading nations according to countries. 

With respect to the commodity-composition of trade, we have 
seen that the division of labor between industrial and agricultura} 
countries has a bearing on the power relationships between such 
countries. In addition, the prevention of industrialization of agri- 
‘cultural countries has often been founded upon the claim that such 
an industrialization would put an end to any “sound” international 
division of labor, and this view has been an important factor in 
shaping the economic and foreign policy of various countries, In 
our concluding chapter we try, therefore, to measure the extent to 
which world trade has actually been based in the past upon the 
exchange of manufactures against foodstuffs and raw materials. 

So far as I am aware, the methods which have been used for the 
analysis of these questions are new. Since the analysis of the first 
two may have a more general usefulness and may require a special 
justification, we have attempted, in Appendix A, to fully set forth 
this justification. All the methods are extremely synthetic, since 
they attempt to summarize by a single index one special character- 
istic of an extended statistical series. As always, this method has its 
advantages and its drawbacks. The advantage lies in bringing out 
certain general developments which, because of the mass of the data 
and because of our limited powers of perception, would otherwise 
have remained hidden. The drawback of every synthetic method is 
the loss of concreteness. In other words, a movement of the index 
may mean many different things in terms of the original data: in 
order to explain adequately the difference between any two indices, 
one has, therefore, to go back to the original data from which the 
indices were computed. By the very nature of our inquiry, however, 
we are interested here mainly in general trends and in their com- 
parison for various countrics, or, in the third inquiry, in their com- 
putation for world trade as a whole. The indices have the function 
of affording a clearer perception of certain processes in the structure 
of world trade. We do not therefore attempt to interpret every single 
movement in the indices, but only those movements which seem 
relevant from the standpoint from which the calculation of the 
indices initially proceeded, 


CHAPTER V 


The Preference of Large Trading 
Countries for Commerce with Small 
Trading Countries 


METHOD oF MEASUREMENT 


1. A country has acquired equal percentage shares in the 
trade of all its trading partners, it has apparently shown no prefer- 
ence for either large or small trading countries. In an index we have 
devised, 100 is the value given for this case. If the percentage shares 
are on the whole larger in the small trading countries, the figure 
rises above 100; if smaller, the figure falls below 100. 

Let us suppose that country X trades with n countries the total 
imports and exports (including imports and exports from X) of 
which are represented by the symbols I,, J,,---, ],and E,, F.,--+, 
E,. The imports of X (or the exports of the other countries to X) 
are i,, i,,°+*, In. Let their sum be I. Similarly, the exports of X are 
€,, €2,°**, x, and their sum is E,. Let world exports (theoretically 
equal to world imports) be 


= E,+E:+- - -+E, +E. =h4+ht+ as, -+I,+I.=I1, 
Then, by importing from other countries, X obtains the fractions 
ih le co ee In 
E,’E,”’ ’E, 
or the percentage shares 
ih is in 
E 100, — + I00,* + +; — + 100 
in the total exports of these countries. We can form two arithmetic 


® The values of the exports and the imports of the various countries are assumed 
to have been reduced to a common currency. 
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averages of the fractions or of the percentage shares, a simple average 
and a weighted average. The “weighted average of the (percentage) 
shares” is: . : ; 
Ee Lie A ny ve ee Se 2 
EE: Ey 
W.A. = EitEo+:-++E, 


- 100 


tite ti 
E,+E,+:++-+E, 
(1) WA. = 100 = 100 


The “unweighted average of the shares” is: 


1 fai |, ie ) 
ed ee ee Laoo 
@) n \E, E, E, / 


We adopt, as index of preference of the imports of X for the 
smaller countries, the expression 


(3) = - 100 


for the following reasons: The unweighted average depends upon 
the sum of the individual percentages secured by X in the total 
exports of the other countries. Every individual percentage carries 
the same weight whether it relates to the total trade, say, of Great 
Britain or of Bulgaria. The sum of the ratios secured in both these 
countries depends, therefore: 


1) with a given distribution of X’s trade as between Great Britain and 
Bulgaria, upon the total trade of these two countries as well as on the 
combined trade of X with them, ?.. we", ne FS 
~~) with given totals of Great Britain’s and Bulgaria’s trade and with a 
fixed amount of X’s trade with these two countries taken together, upon 
the relative distribution of X's trade as between Great Britain and Bul- 

, \garia. By transferring trade from Britain to Bulgaria, X increases, indeed, 
2 {ie percentage secured in Bulgaria’s total trade by more than it de- 
creases the percentage held in Great Britain’s total trade. 


The weighted average is computed precisely to eliminate the 
second type of hehavior of the unweighted average; it responds 
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only to changes of the first type. It is therefore possible to isolate 
the factors under expression (2) by dividing the unweighted by the 
weighted average. 

If both averages are equal, and our index consequently is equal 
to 100, the relative distribution of X’s trade as between large and 
small trading countries does not exert any “distorting” effect upon 
the value of the unweighted average. In this case there exists, on the 
whole, no preference for either small or large countries. If the index 
rises above 100, this means that, on the whole, higher percentages 
are secured in the smaller trading countries; and if it falls below 100, 
higher percentages are secured in the larger trading countries.” 

The calculation of the index was done by computing first the 
weighted and the unweighted average of the single shares held by 
a country’s trade in the total trade of the other countries. Certain 
definite meanings can be attached to these intermediate steps of our 
calculation. 

Putting Germany for X, the weighted average of the percentage 
shares which she holds in the total exports of other countries is 
simply the share she occupies through her imports in the exports 
of all other countries lumped together. It is to be noted that this is 
not the quantity which is generally called “German share in world 
imports.” This latter quantity has been calculated annually by the 


*See Appendix A for a more extended discussion of the index. 

* Thus, in case of the computation of the index for, say, German imports, we need, 
for the unweighted average, the percentages held by the exports to Germany in the 
total exports of the United States, Great Britain, etc. These percentages were taken 
throughout from the annual publication, International Trade Statistics, of the Economic 
Intelligence Service of the League of Nations. The “Summary Tables by Countries of 
Provenance and Destination” at the end of the volumes were found particularly useful 
in speeding up the work of writing down the percentages. For che computation of the 
weighted average, we need: (1) as denominator, the sum of the exports of the countries 
with which Germany trades, expressed in a common currency; this sum was calculated 
from the trade statistics in gold dollars published in the annual Review of World 
Trade by the Economic Intelligence Service of the League of Nations. And we need: 
{2) as numerator, the total imports of Germany from the United States, Great Britain, 
etc., expressed in the same common currency as the denominator. This figure was not 
taken from German statistics, but, for reasons of homogencity, from the trade statistics 
of Germany's Wading partners, The two previous steps in our calculations provided the 
necessary material for this seemingly cumbersome procedure. Thus, in order to obtain, 
for example, British exports to Germany expressed in gold dollars, we multiplied the 
percentage held by Germany in Great Britain’s exports (as recorded previously for the 
computation of the unweighted average) by the gold dojlar value of Great Britain's 
total exports (as recorded previously for the computation of the denominator of the 
weighted average) and divided by 100. 
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Economic Intelligence Service of the League of Nations’ and is 
found by dividing the imports, as given by the German statistics 
(but converted into an international currency), by world imports. 

The figure relevant for our analysis is obtained by dividing Ger- 
man imports, as given by the export statistics of the other countries; 
through total world exports minus German exports. Whereas the 
figure generally calculated gives an answer to the question: How 
much of everything which is imported or exported is imported 
or exported by Germany?, the figure here computed answers the 
question: All countries except Germany being considered together, 
what is the proportion of their imports or exports accounted for 
by Germany? 

This latter question seems to the writer to be as important as the 
first one, as it points out the importance of a certain country’s trade 
for the rest of the world’ 

’ The unweighted average is seen to have a meaning if we write 
expressiun (3) above in the following form: 


Vaawa> 


100 
In this form we can consider the unweighted average as an expres- 
sion of the importance of Germany’s trade to the other countries, as 
shown by the weighted average corrected by the index of preference 
for smal] countries. 

Indeed, if we consider that this importance depends not only 
upon the amount of trade conducted with other countries, but also 
upon the way in which this trade is distributed between large and 
small countries, the introduction of the index of preference as a 
corrective factor is fully justified. In this way the unweighted aver- 
age may be looked at, not as an intermediate step in our calculations, 
but as its final outcome. It shows, so far as possible by purely quan- 
titative methods, the aggregate “importance” of a country’s trade to 


*CE., in particular, the annual publication, Revieu of World Trade. 

*See above, n. 2, p. Bg. 

* Since the answer to the first question only is given by the available statistics, it is 
easily confused with the answer to the second question. The denominator of the frac- 
tion thus used is larger than it ought to be, and this leads to an underestimate of a 
country’s importance to the rest of the world. The underestimate may he serious if the 
country holds an important place in world trade. 
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the economies of the other countries, the “importance” being con- 
ceived as the combined result of the amount of the country’s trade 
and of its preference for small countries. 

Before coming to the explanation of the figures, we have still to 
define clearly what we mean by a small ora large country. Our index 
is an index of preference for countries having a small foreign trade. 
This is actually what we would have had to measure if we had 
wanted to illustrate statistically the ideas expressed on and following 
page 29. If reliable statistics were available showing the levels of real 
incomes of the various states at different epochs, we could have 
calculated an index of preference of, say, German, English, etc., 
trade for countries with small real incomes, and in this way we could 
have tested our ideas with respect to the relationship of a power 
policy and the diversion of trade to poor countries. In the present 
unsatisfactory state of statistics of national real income, we employed 
at an earlier juncture a rough-and-ready method relying on Colin 
Clark's comparative study of national incomes.’ As the states which 
are small with respect to territory and population but enjoy a high 
level of real income (for example, Belgium, Holland, Switzerland, 
Denmark, New Zealand, etc.) generally handle a considerable vol- 
ume of foreign trade, however, an index of preference for the small 
trading nations turns out to be roughly representative for an index 
of preference for the countries which are both small and poor. 


INTERPRETATION OF THE STATISTICS 


The index has been computed for six great powers: the United 
States, the United Kingdom, Germany, France, Italy, and Japan, 
for the period from 1925 to 1938 and for 1913. The calculations are 
based on data for fifty-one countries which control from go to 95 
per cent of world trade. In order to make the index more meaning- 
ful, no account was taken of the colonial or semicolonial] countries, 
with the exception of India and the Southwest Pacific area. In 1938 
Austrian trade, if reported separately, was added to German trade, 
leaving us for that year only fifty countries. 

In the following we shal! refer to the index of preference for smal] 
countries as simply “the index,” to the unweighted average of the 
shares as the “‘average import or export share,” and to the weighted 
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* See above, p. 37. 
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Imports of: 
Gomer U.A* 
W.A.T 
Lt 
England | U.A. 
W.A. 
L 
U.S.A, UA 
WA 
I 
France D.A 
W.A 
I 
Italy U.A. 
W.A. 
I 
apan UA, 
Jap Waa 


Exports of: 


TABLE I 
INDICES OF PREFERENCE FOR SMALL OR LARGE TRADING COUNTRIES 


Germany {| U.A . 12.83 13.58 14, 54 14.98 15.34 
WA 16.89 8.14 9.35 10.48 10.71 12.14 

I. 100.8 | 157.6 145.2 138.7 | 139.9 | 126.4 

England 16.75 | 16.15] 15.79} 15.78 
14.35 13.82 13,40 13.26 

116.7 | 116.9 | 117.8 | 119.0 

U.S.A. 19.00 19.19 19.55 18.20 
18.40 18.12 18.43 16.88 

103.3 | 105.9 | 106.1 | 107.8 

France 5.05 4.92 4.60 4.60 
5.31 5.25 4.94 4.91 

95.1 93.7 93.1 93.7 

Italy 3.21] 3.02] 2.96] 3.14 
2.50 2.38 2.38 2.4] 

128.4 | 126.9 | 124.4 | 1803 

Japan 2.02| 1.86] 2.02] 2.16 
2.92 2.85 2.87 2.75 

69.2 65.3 70.4 78.5 


* Unweighted average of percentage shares of imports from (exports to) Germany, England, etc, in total 
imports (exports) of fifty-one countries. 
eighted average of percentage shares of imports from {exports to) Germany, England, etc., in total 
imports (exporta) of fifty-one countries, UA 
Index of preference for large or emall trading countries (= 


Wa) > 
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Imports of: 


: Germany 
7.81 7.96 
125.9 | 125.0 
25.48 | 25.41 England 
22.18 | 21.41 
114.9 | 118.7 
14.73 13.74 U.S. A. 
11.47 | 11.22 
128.4 | 122.5 
5.69 5.62 : 4. : France 
6.51 6.63 6.69 5. ; 
87.4 84.8 84.1 84. 7 
3.72 3.93 3.81 3.70 3.54 2. Italy 
2.89 3.07 3.19 3.27 3.14 2); 
128.7 | 128.0 | 119.4 | 113.2 | 112.7 112. 
2.15 2.01 1.89 2.10 2.13 Japan 
2.80 2.94 2.93 3-32 3.22 
78.8 68.4 64.5 63.3 66.1 


Exports of: 
16.00} 15.05 14.18 | 13.03 | 14.25 Germany 
13.60 | 12.04} 11.46] 10.09 9.82 


117.6 | 125.0 | 123.7 | 129.1 | 145.1 


15.13 | 16.47 | 17.85] 17.80] 17.69 


England 
12.25 13,04 13.88 14,21 14,52 


16.82 U.S.A. 
14.48 

116.2 
4.47 4.20 3.52 2,88 France 
4.90 4.23 3.80 3.18 

91.2 99.3 81.6 92.6 90.6 
3.34 3.46 3.34 3.00 2.40 1.29 Italy 
2.71 2.66 2.61 2.39 2.07 1,32 

128.6 | 130.1 | 128.0 | 125.6 | 115.9 97.7 
2.41] 2.75] 3.31] 3.91] 4.15] 3.79 Japan 
278 2.83 2.97 3,00 3.31 3.10 

86.7 97.2 |111.5 | 130.3 | 125.4 | 122.3 


94 National Power and Foreign Trade 
average of these shares as the “percentage in world trade,” bearing 


in mind the difference between our third expression and the usual 
meaning of this term.’ 
The following main results appear from table 1: 


In general a definite regularity appears to exist in the phenomenon 
the“index intends to measure: In most of the series it is highly stable 
during the period 1925 to 1938, which otherwise has been marked by 
tremendous economic upheavals. The highest value of the index ob- 
tained is 164.9 for German exports in 1996. To find out one of the pos- 
sibly lowest values, we have computed separately the index for Canada, 
the trade from which goes mainly to the two largest trading countries; 
for Canada we obtained a value of 37 for both imports and exports in 
the year 1937. 

There is generally a rather close connection for any one country be- 
tween the level and movements of the index for imports and for exports. 
One notable exception is Japan (see point 5). 

So far as a preference for the small trading countries is concerned, we 
note that it prevails in the indices for all the big powers with the excep- 
tion of France and, with respect to imports, with the exception of Japan. 
Any trade between a large and a small trading country leads to the 
power disequilibrium which we have described, since, whatever the vol- 
ume of trade, it will always be more difficult for the small trading country 
to divert its trade than it will be for the large one. But we see now that 
the structure of the trade of most large countries is such as to emphasize 
this element of power already inhering in trade relations, 

@) The most interesting single series is the German one, For both im- 
ports and exports, the index rises abruptly between 1913 and 1925. To 
a large extent this is to be explained by the fact that two of the main 
trading areas of Germany, i.e., eastern and southeastern Europe, were 
divided by the peace treaties of 1918 into a large number of small coun- 
tries. Neither Britain nor the United States nor France had a large trade 
with these areas; consequently their indices were not greatly affected 
when they were broken up into small political units. Not unlike the Ger- 
man index, the Italian also rose substantially from 1913 to 1925. The 
index thus brings out with particular clarity the fact that the territorial 
stipulations of the peace treaties actually helped Germany and Italy— 
the vanquished and the so-called “frustrated victor’—to increase their 
potentialities of economic power. 

The German indices reach their lowest value during the depression 
years, but it is noticeable that their general level is higher in and fol- 
lowing 1925 than the indices of any othcr country, the Italian indices 
coming nearest to the German level. Thus, even before the conscious 
policy of increasing influence through a redistribution of foreign trade 


7 See above, p. 88. 
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came into being, German commerce was structurally directed toward 
the small countries more than it was to large countrics. In short, Ger- 
many found herself, in 1933, well situated to pursue a power policy 
through foreign trade. 

From 1934 to 1936 the indices for German exports and for German 
imports both arrive by two abrupt jumps at record levels far beyond the 
indices of any other country, Imports lead in this process, but in time 
are outdistanced by the exports. This shows again that Germany initiated 
her trade drive by increasing imports from other countries, mainly those 
of southeastern Europe. Though the drive continued till 1938, the index, 
with some slight downward tendency, is more or less stable from 1936 on. 
This stability can be explained by Germany's expanding trade drive in 
the somewhat larger South American countries and by her increased 
buying for inventory from the United States during 1938. 

« Turning now to the average share in imports and exports, taken as an 
approximation to the aggregate “importance” of a country’s trade to the 
economics of the other countries, 'we discover that the average German 
import share in other countrics is larger in 1938, for the first time, than 
the American share, although the American percentage in world imports 
(the “weighted average”) is Tar greater than the German one. A similar 
relationship holds for the German average share in exports with regard 
to the English sharé from 1936 to 1938 and té thé American share in 1936. 
In both situations, the considerable inferiority of Germany with respect 
to the actual volume of her trade was more than compensated by the 
particular country-distribution she had succeeded in giving to her trade, 
so that the average share held in other countries was superior to that held 
by England and the United States. 

The behavior of the German indices since the rise to power of National 
Socialism gives as good an instance as could be desired to illustrate the 
general principles of a power policy using foreign trade as its instrument. 

Che most stable series are the English and the French. The low 
level of the French indices is explained by the fact that the French col- 
onies are not included in our calculations. The French scries therefore 
have to be considered as pertaining to the volume and the country- 
distribution of noncolonial French trade; and it is interesting to note 
that this trade showed on the whole a preference for large trading coun- 
tres. This is a consequence of the slight influence of French trade in the 
small trading countrics of Europe and South America. 

ray) ‘The Italian indices, as already noted, move in general on a high 
level, giving some support to the thesis that Italy was the only power 
which, because of the structure of its foreign trade, could have effectively 
opposed the German trade drive toward small European countries, 
especially those in southeastern Europe. One should not, however, over- 
rate the importance of the high level of the Italian indices; it is combined 
with a rather low percentage in world trade, so that the average share— 
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ports and 2.67 per cent (2.75 per cent) for exports to only 3.88 (3.28) and 
3-65 (3-31), respectively.® If we look, instead, at the unweighted average 
share of Japanese exports in the imports of other countries, we see that 
this figure has approximately doubled in the same interval, and begin- 
ning in 1935 was greater than both the French and Italian average shares. 
Thus, the moderate increase in the relative volume of japanese exports 
did not tell the whole story; by directing the increase of her trade more 
toward smaller countries, Japan succeeded in increasing her influence 
in foreign countries more than would have corresponded to the relative 
increase in volume of her exports. 

Whereas for Japan's exports there is a simultaneous increase of her 
share in world exports and of the index, for most of the other countries, 
and particularly for the three largest ones (United States, United King- 
dom, and Germany), we find a negative correlation between the move- 
ment of the index and the percentage in world trade relating to one 
country’s imports or exports. This is particularly evident for United 
States imports, for which the index shows important fluctuations almost 
exactly opposed to those of the percentage in world trade. As a result of 
these contrary movements, the unwcighted average share is very stable. 
In particular, the drop in the American import index from 1934 to 1935 
must be viewed in conjunction with the sudden and important revival of 
American imports in 1935. This will give a very rough indication: Of 
seventy-eight possible yearly variations for the import and export indices 
for Germany, the United Kingdom, and the United States from 1925 to 
1938, it was found that fifty-seven (73 per cent) were in the direction 
opposite to the corresponding change of the percentage in world trade. 
Some more specific evidence in the same sense is that brought out by 
the fact that when the German export percentage reached its peak in 
1931, the index reached its lowest point; the same holds for the imports 
of the United Kingdom in 1936, her exports in 1925, French imports in 
1933, and approximately for the other series, with the exception of 
Italian exports and both Japanese series. The contention that an increase 
of the share of the largest trading countries in world trade was possible 
mainly through an increase of their trade amongst themselves thus seems 
to be well supported by statistical evidence. This accords with the @ 
priort expectation of a greater elasticity on the part of the markets of 
the large countries. 


* The figures in parentheses relate to our weighted average of the shares, the others 
are the usual percentages given by the League of Nations. 


CHAPTER VI 


Concentration upon Markets and Supply 
Sources of the Foreign Trade of Small or 
Weak Nations 


IL CHAPTER V we have seen the differing extents to which 
each of the large trading nations have directed their trade toward 
the smaller trading countries. By the same process we also covered 
the trends of the foreign trade of those countries which were likely 
to be the subjects of a policy using foreign trade as its instrument. 
Now we turn to the countries likely to have been the objects of such 
a policy. We shall try to examine what the particular position of 
these countries has been with respect to the attempt of one, or of a 
few, big trading nations to monopolize their trade. 


MeErHop oF MEASUREMENT 


The concentration of a nation’s trade depends on the number of 
countries with which it trades and on the more or less equal distribu- 
tion of its trade among these countries. In other words, the phenom- 
enon which we want to measure presents ideally the characteristics 
necessary for the application of our index of concentration, which 
is explained in Appendix A. 

The imports {or exports) of a country from (or to) the other 
countries can be expressed as percentages of its total imports (or 
exports). The index is obtained by forming the sum of the squares 
of these percentages and by extracting the square root of this sum. 
It behaves in the following way: When a country’s trade is com- 
pletely monopolized by another country, the value of the index is 
V 1007 = 100. The index would assume the value of zero if we had an 
infinite number of countries possessing each an infinitely small share 
in the trade of the country examincd. If a nation trades with fifty 
countries, the smallest possible value of the index would be reached 


[98] 
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if all the fifty countries occupy the same percentage in the nation’s 
trade, i.e., 2 per cent. The index would then be y/50.2? = 14.14. The 
upper limit of the index is, of course, again 100, which would be 
approached if forty-nine of the fifty states handle negligible amounts 
of trade with the nation considered, while one state has a virtual 
monopoly. Thus, when the number of countries increases, the upper 
limit of the index remains the same, while the lower limit decreases 
gradually. If the number of countries is constant, the index increases 
whenever a percentage x increases at the expense of some percentage 
smaller than x, i.e., whenever a relatively small percentage becomes 
still smaller and a relatively large percentage still larger. 

To avoid misinterpretation, we must add one explanation. The 
index does not measure the strength of the monopoly position of the 
largest exporting or importing country, This monopoly position is 
the stronger: 

1) the greater the percentage held by the monopolist country in the 
trade of a country X, : 

2) the smaller the concentration of the remaining part of X’s trade, 


i.e., the less the monopoly country is confronted by other countries hold- 
ing smaller but still important shares of the trade of country X. 


An index of the strength of the monopolistic position of the 
largest exporting or importing country should thus: (1) vary di- 
rectly with the percentage held by this country in-the trade of X, 
and (2) vary inversely with the concentration of the remaining part 
of X’s trade. 

Our index satisfies the first of these conditions, but not the second. 
As an index of concentration of a country’s trade, it varies directly 
with the concentration of the total trade and with the concentration 
of any part of this trade. It should therefore be considered as express- 
ing the degree of oligopoly, or oligopsony existing in a country’s 
external market, monopoly being considered as a limiting case of 
oligopoly. 

From the construction of the index it will be clear that it is always 
higher than the percentage held by the largest importing or export- 
ing country. It will be helpful to keep this in mind. 

A further difficulty is connected with the definition of a “country” 
for the purposes of our index. If country X trades with Belgium and 
with the Belgian Congo, should the Congo be considered as a sepa- 
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rate country, or should its percentage be added to the Belgian per- 
centage? This question has a practical importance in our study 
mainly because the colonial territories of India and the Netherlands 
Indies often hold important percentages in the trade of the coun- 
tries which we have examined. We have followed throughout the 
procedure of considering these territories as separate countries, 
since our index measures not only the political but also the geo- 
graphical distribution of the trade of the various countries. Indeed, 
if only the political distribution had been considered, we should 
probably have lumped together in one country the whole British 
Empire, the countries of the Little Entente during the years in 
which it could be considered as a political unit, and Germany and 
Italy from 1936 on, etc. We have reversed the rule only when com- 
plete fusion or annexation took place. Thus, in the year 1938, Aus- 
tria has been considered as being part of Germany.’ 


*Qur source throughout has been the annual publication, International Trade 
Statistics, edited by the Economic Intelligence Service of the League of Nations. A 
purely statistical difficulty was presented by the ever-present percentage under the 
heading of “other countries.” Fortunately, this item is important mainly in the large 
trading countries for which the index has not been calculated. For the countries 
which have been considered in our calculations, the item “other countries” is generally 
small and seldom exceeds § per cent of the total. The concentration would, of course, 
have been overstated if we had considered the item “other countries” as a single 
country. We have made the arbitrary assumption that it was constituted by a cer- 
tain number of countries holding each 0.5 per cent of the imports or exports of the 
nation considered. Suppose, e.g., that the item “other countries” amounts to 5-2 per 
cent; then, we assume that it is composed of ten countries holding 0.5 per cent plus 
One country holding o.2 per cent, Instead of §.2°= 27.04, we added, therefore, only 
10 x 0.57 + 0.27= 2.54 to the sum of the squares of the other percentages. 

Our assumption probably still overstates the concentration, for, even among the 
percentages for individual countries, we often find figures smaller than 0.5 per cent 
of the exports or imports. But, by expanding the foregoing example, we see how small 
is the practical importance of the apparent difficulty, Let us suppose that the sum of 
the squares of the percentages relating to individual countries amounts to goo (we 
choose purposely a rather low concentration); then the total sum of the squares is: 

1) 927.04, if we consider the “other countries” as one single country, 

2) 902.54, with our assumption, and 

3) goo.oo, when we consider all the percentages as infinitely small, 

The indices of concentration are given by the square root of these figures and are, 
respectively: 

1) $9.45 2) 30.04 3) 30.00 
As the true index certainly lies nearer to the second than to the first figure and prob- 
ably somewhere between the second and the third, we see that ordinarily the range 
of error is extremely sruall, especially if we disregard in our interpretation small 
movements of the index, When the item “other countries” exceeded 10 per cent, as, 
e.g., in Argentina’s exports in 1913 and 1925, we have not calculated the index. (See 
also Appendix A.) 
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INTERPRETATION OF THE STATISTICS 


The index has been calculated for a total of forty-four relatively 
smal] and weak countries having for the ycars 1919, 1925, 1929, 1932, 
1937, and 1938 but little trade. We may remind the reader that 1932 
is a particularly crucial year, as it is marked by the bottom of the 
greal depression, by the Ottawa Agreements, and by the last strug- 
gles of the Weimar Republic. 

To the results of our calculations, which are reproduced in table 
2, we have also calculated the index for Great Britain, the country 
the trade of which probably shows the widest spread and therefore 
gives an indication of the lower limit actually reached by our index. 
The average value for the English index for both imports and ex- 
ports is 20. The highest valuc ascertained for the index is that for 
Irish exports, amounting to 97 in 1925 and never falling below go. 
A wide range of variation is thus open to the index. 


CONCENTRATION OF IMPORTS COMPARED TO THE 
CONCENTRATION OF EXPORTS 


It will be noted that for every country the index is either stable 
or has a definite trend. Sudden jumps are very rare. The trends of 
the various national indices are, however, far from being uniform, 
and no definite general relationship could be established between 
the movements of the index and the business cycle.” 

But one general feature can be pointed out: The concentra- 
tion of exports has a tendency to be stronger—and often markedly 
stronger--than the concentration of imports. Of all the forty-four 
countries examined (we do not count the United Kingdom), only 
five—Lithuania, Switzerland, Rumania, Canada, and Nigeria—ex- 
hibit in general the opposite relationship. For the countries with 
a relatively low concentration, the level of the export and the import 
indices of concentration move at a roughly similar level. This is crue 
for Norway, Sweden, Belgium, Netherlands, Czechoslovakia, Portu- 
gal, Austria, Hungary, Yugoslavia, Turkey, British Malaya, Nether- 
lands Indies, and, recently, India. In addition, Peru, Ecuador, and 
Mexico, the foreign trade of which is strongly concentrated, were in 
the same position. 


*See, however, below, p. 109. 
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TABLE 2 
INDICES OF CONCENTRATION OF TRADE 


{913 1925 | 1929 | 1932 | 3937 | 1938 


Evurope—Grovup 1 


Bulgaria............. I* 32.3 | 31.7 | 32.1 | 56.4 | 54.0 
Et | 31 31.8 | 37.3 | 35.5 | 46.7 | 60.3 
Hungary............. I 38.9 | 35.2 | 34.0 | 35.8 | 44.5 
E 43.9 | 38.4 | 37.4 | 33.9 | 48.2 
Romania............. I : 33.5 34.1 35.1 37.3 42.1 
E 28.4 | 34.8 | 29.1 ] 27.6 | 33.2 
Yugoslavia........... I 35.4 33.3 32.5 38.4 43.6 
E 37.7 | 35.6 | 37.4 | 32.0 | 45.5 
Greece....... 00.0000. I 29.8 | 27.4 | 28.3 | 34.1 | 36.5 
E 39.5 | 37.1 | 36.2 | 38.1 | 45.3 
Torkey......0...000. I 31.2 | 29.1 | 33.2 | 46.3 | 50.6 
E 37.3 | 33.5 | 29.6 | 41.3 | 47.6 


Netherlands.......... I 37.8 34.9 36.6 36.2 29.8 30.3 
E 54.1 39.5 34.9 34.6 31.7 32.2 
Belgium............. IJ 31,1 "32.2 31.8 31.3 25.6 27.1 
E 7.3 31.8 30.0 31.2 28.8 28.8 
Austria. ..... 0.00005 I 31.7 32.7 31.1 26.7 
E 27.9 27.8 27.9 27.2 
Czechoslovakia. ...... I 35.8 32.2 31.6 23.4 26.0 
E 325 29.2 26.3 23:7 26.6 
Switzerland.......... I 40.8 32. 34.7 35.2 30.3 32.8 
E 33.4 31.6 27.9 26.5 26.6 26.9 
Poland... ........... I 37.4 34.2 28.7 25.5 30.3 
E 44.9 37.2 29.1 28.7 33.2 


* Imports. T Exports. t 1912 figures. 
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TABLE 2—(Continued) 


1913 1925 | 1929 1932 1937 1938 


Evrope—Grovup 3 
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e 


TABLE 2—(Continued) 


| | 1913 | 1925 1929 | 1932 | 1937 | 1938 


British Empire 


Hire jo... Hoc eseeag I 81.3 78.7 77.0 $1.5 52.5 
E 97.2 92.2 96.3 90.9 92.7 
Canada.............. I 67.6 68.3 70.5 6 63.5 65.3 
E 62.7 53.2 51.1 51.4 56.1 53.5 
Ceylon... ........065 I 52.2 42.0 36.6 36.6 35.5 
E 50.0 50.1 45.7 51.9 49.4 55.4 
India iiccias ev nel da nn I 6 54.2 45.5 41.6 38,6 38.5 
E 31.4 32.0 30.4 3 37.9 37.8 
British Malaya....... I 33.8 45.0 38.4 42.0 40,2 38.3 
E 38.3 53.2 46.5 33.5 47,5 37.0 
Australia............. I 54.7 51.1 47.7 44.9 46.6 46.2 
E 48.2 46.9 41.4 55.3 51.7 56.3 
New Zealand......... I 62.1 56.3 53.7 54.8 54.0 52.8 
E 7 80.4 74.5 88.0 76.6 84.0 
Egypt iss.e sone chedios I 36.1 31.5 28,8 30.1 29.1 29 
E 47.2 48.5 40.4 4 36.3 38.1 
Nigeria.............. I 70.2 74.8 71.2 7 65.3 67.1 
E 66.0 60.6 51.9 46.1 50.5 68 


Union of South Africa.| I 58.6 52.9 47.8 49.2 47.9 47.8 
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TABLE 2-(Concluded) 


1932 1937 1938 


1913 | 1925 1929 


SoutH AMERICA§ 


Argentinaf........... 


Bolivia............0. 


37.3 
66.5 
Brazil............... 39.0 
41.8 
Chilel]............... 40.6 


Colombia............ 


Mexico.............. I 55.0 71.3 70.1 65.6 64.6 61.1 
E 78.2 76.4 62.7 66.5 58.4 68.7 
Netherlands Indies....] I 42.1 32.8 32.8 34.2 36.4 34.1 
E 38.1 37.2 33.3 32.7 35.7 32.4 
Philippines........... I $2.5 59.7 64.6 66.0 60.6 69.4 


§ The index could not be calculated for Paraguay and Venezuela because of the important transit trade 
of these countries, handled by Argentina and Aruba, respectively. The ultimate destination or origin of this 
trade is not given. 

{ The data for 1913 and 1925 are not sufficiently detailed to warrant the computation of the index. 

{i The index has not been computed for the exports of 1937 and 1938 because of the important item 
guano, which is left undetailed with respect to countries, 
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Finally, we have counted twenty-three countries for which the 
export-concentration is usually or often markedly higher than the 
import-concentration.” Most of these are countries with highly con- 
centrated trade, To bring this out more clearly, Ict us take all the 
countries the concentration of which, either for exports or imports, 
is usually above 40. We find twenty such countries,‘ of which fifteen 
show a greater spread for imports than for exports. Our statistics 
therefore warrant the conclusion that, for smal! countries with a 
relatively high foreign trade concentration, imports have a greater 
tendency to spread over various countries than exports. 

This gives a cuc concerning the connection between the concen- 
tration of trade upon countries and upon commodities. Although 
the latter type of concentration has definite meaning, it is awkward 
to deal with ic statistically because of the difficulty of defining a 
commodity or a product. But we know that the greater part of the 
exports of countries with which we are concerned consists mainly 
of a few staple products upon which these counuies have specialized, 
whereas their imports include a wide variety of finished products, 
raw materials, and foodstuffs. Therefore, the concentration of their 
exports according to commodities is higher than that of their im- 
ports. Since we find that the same relationship prevails for the con- 
centration according to countries, we reach the conclusion that there 
is a positive correlation between the concentration of foreign trade 
according to countries and the concentration of foreign trade accord- 
ing to commodities. 

This relationship holds with respect to exports only. We find, in- 
deed, that all the countries having a varied commodity-com position 
of their export as well as of their import trade show also a low export- 
concentration with respect to countries. 

The conclusion which we reach conflicts with what might at first 
sight be considered a plausible view: that specialization of a coun- 
try’s production for exports upon one or a very few commodities 
would permit this country to supply the whole world with these 


* Finland, Fstonia, Latvia, Denmark, Eire, Poland, Albania, Bulgaria, Spain, Greece, 
Ceylon, Australia, New Zealand, Egypt, South Africa, Philippines, Argentina, Bolivia, 
Brazil, Colombia, Cuba, Chile, Uruguay. 

* Albania, Finland, Estonia, Latvia, Lithuania. Denmark, Eire, Bolivia, Brazil, Colom- 
bia, Ecuador, Cuba, Mexico, Canada, Ceylon, Australia, New Zealand, Nigeria, South 
Africa, Philippines. 
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commodities. On the other hand, it would seem natural that if a 
country trades mostly with another single country it would have a 
comparative advantage in a large number of products and would 
therefore have rather diversified exports. It would follow, then, that 
a dependence of exports upon one product would be tempered by a 
large geographical spread of exports, whereas a dependence of ex- 
ports upon one country would be somewhat compensated by a 
diversified structure of the commodity-composition of exports. 

In the actual world we see that the contrary happens: The cor- 
relation between che country-concentration and the commodity- 
concentration of foreign trade is positive instead of negative. In 
proceeding to an explanation of this, which we need not seek far 
to find, let us recall that the foregoing reasoning is built on unrealis- 
tic assumptions if it should overlook the enormous differences in 
industrialization and in size of the various countries. 

Although, as we shall see later, a considerable proportion of world 
trade can be considered as an exchange of foodstuffs and raw ma- 
terials against foodstuffs and raw materials, there is generally but 
little direct exchange between countries the productive structure 
of which is mainly built upon the genetic and extractive industries." 
As, in addition, the number of agricultural countries is very large, 
a nation takes up with every step in its industrialization a wide range 
of new trade connections without losing its old ones, since it may 
continue to send abroad substantial amounts of raw materials and 
foodstuffs and build part of its trade upon the exchange of manu- 
factures against manufactures. But since the exports of an indus- 
trialized country are always more diversified than those of an 
agricultural or raw-materia]- "producing country, the connection of 

'" ow country-concentration and iow commodity-concentration for 
the exports of industrial countries is easily explained, 

But, if a small country specializes in a few staples, its produce 
might be insufficient to satisfy the entire demand of even a single 
large country, whereas the varied demand of the small country 
might best be filled by supplies from a large number of countries. 
These considerations bring out once more the importance of taking 
account more frequently, in the reasoning about international trade, 
of the factor of difference in size of the various countries. 


* See below, pp. 126 ff. 
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We see here that the complementarity between two economies 
is very often, at least for the exports of one of the two countries, of 
the type which we have termed exclusive.’ In other words, we do not 
have a complementarity between broad types of economies, the one 
agricultural and the other manufacturing, so that a given agricul- 
tural country can be considered as complementary to any one of 
the manufacturing countries. World trade is built, rather, in large 
proportion upon the reliance of the export products of one particu- 
lar country upon the prosperity and tastes of one other individual 
country. New Zealand butter, Philippine sugar, and Bulgarian to- 
bacco were not, in general, marketed in “industrial countries,” but 
they were very specifically marketed in England, the United States, 
and Germany, respectively; possibilities of diversion from one of 
these countries to another hardly cxisted to any relevant extent. 

These findings lead to an important conclusion: The existing pat- 
tern of world trade tends to correlate dependence upon a few coun- 
tries which in turn depend upon a few products; it also brings about 
conditions in which the availability of alternative markets is seri- 
ously impaired. Under the condition of unchecked national sover- 
eignties, this pattern therefore provides large opportunities for the 
exercise of economic pressures. 

The tendency of exports of the sualler countries to be more con- 
centrated than their imports is certainly in part natural. It could 
hardly be considered as an effect of conscious policy on the part of 
such countries as Australia or New Zealand. In many instances, 
however, it might be the outcome of a policy which, trying to spread 
trade more evenly over the various countries, was, because of the 
underlying natural tendency, more successful in importing than in 
exporting. In this category the figures for Eire are especially reveal- 
ing. It can be assumed that the Irish government endcavored to dis- 
entangle the economy of the country from its extreme dependence 
upon Great Britain. In 1925, the year following the Irish inde- 
pendence, we find both the Irish indices at extremely high levels 
{although already the export index was at 97.2—higher than the 
import index, which stood at 81.3). In 1938 the import index had 
fallen to 52.2, whereas the export index had decreased only a few 
points, to 92.7. The attempts of South American nations to diversify 


® See above, p. 31. 
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the commodity-structure of their exports for reasons of economic 
security are well known. The same motive may well induce a coun- 
try to spread its trade among many countries, since the movements 
of the business cycle and changes in demand are not likely to coin- 
cide exactly in all countries. In addition, the desire to avoid political 
dependence on one country pushes policy in the same direction. 
Because of the “exclusive complementarity” which we have noted, 
however, this policy was not very successful so far as exports are 
concerned. This failure, together with the relative success of the 
policy with respect to imports, lends support to our contention that 
bilateralism is an important means of developing a power policy. 
Indeed, if county A holds an important share in country B’s exports, 
it can rely to a large degree upon the inability of B to divert its ex- 
ports to third countries. By the device of bilateralism,a country may 
then artificially secure or maintain a similarly dominating position 
in the imports of B, a position which would have been difficult if not 
impossible to obtain or to retain by normal trading methods. 


ANALYSIS ACCORDING TO GROUPS OF COUNTRIES 


We shall now examine in more detail the indices of concentration 
of various countries, dividing our inquiry into three headings: 
Europe, British Empire, and South America. 

Europe.—We have calculated the indices for all the smaller Euro- 
pean states, i.e., for all European countries except Great Britain, 
Germany, U. S. S. R., France, and Italy. The indices for Portugal, 
Spain, and Albania have been computed for the sake of complete- 
ness, but they will not be commented upon here. Eire is counted 
with British Empire countries. This gives a total of nineteen coun- 
tries (eighteen in 1938 because of the Anschluss). Since every country 
yields two indices, one for imports and one for exports, we have in 
all, thirty-eight indices (thirty-six in 1938) the movements of which, 
from year to year, can be analyzed as in the table on the next page. 

Thus, from 1925 to 1932, the smaller European countries show 
on the whole a tendency to lessen the concentration of their trade. 
There is not a single country showing an increase of both its import 
and export concentration either from 1925 to 1929 or from 1929 
to 1932. This indicates that the range of markets was widening for 
European countries, the trade of which was generally compressed 
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within narrow regional limits after World War I. For certain coun- 
tries, this movement continued after 1932, but, for another group, 
it is reversed. Compared with 1932, this group is still a minority in 
1937, but becomes a majority in 1938 owing to what was practically 
an all-round increase in the index from 1937 to 1938. 

The detailed examination of the movement of the indices for the 
individual countries is facilitated if we distinguish three groups 


CHANGES IN TRADE CONCENTRATION INDICES OF EUROPEAN COUNTRIES 


Number of 
Number of Nomber of countries showing 
countries showing countries showing no significant 
decrease increase change* Total 
1925-1929 21 8 9 38 
1929-1932 20 6 12 38 
1932-1937 19 12 7 38 
1932-1938 12 19 5 36 
1937-1938 3 24 9 36 


* Change ot less unan anity. 


of countries the trade of which is distributed according to three 
distinct patterns. The first consists of those countries in which the 
position of Germany has always been or has become dominant to 
the point that no other nations hold anything approaching a sub- 
stantial share in the imports or exports of these countries. To this 
category belong all the countries of southeastern Europe with the 
exception of Albania. Secondly, we have a group of nations the trade 
of which is rather evenly spread over a number of countries. This 
includes the five small industrial countries, Belgium, Netherlands, 
Switzerland, Austria, Czechoslovakia, and also Poland. Thirdly, 
there is a group in which practically an Anglo-German duopoly 
prevailed, the shares of German and English trade taken together 
exceeding 50 per cent of the total trade. This group is made up of 
the Baltic and Scandinavian countries. The fundamental result of 
our figures shows that from 1925 to 1938 the concentration of trade 
has increased substantially for the first group of countries, has de- 
creased for the second group, has had no definite trend for the third. 

If we compare the movements of the various national indices from 
1929 to 1938, the most striking difference is seen to be between the 
first and the second group of countries. The steep increases of the 
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indices for the southeastern European countries reflect,.of course, 
the increase of the German percentage in their trade and, as such, 
tell us nothing new. But by its generality the index permits an in- 
structive comparison with the developments which took place simul- 
taneously in other countries. 

The indices of the second group show an all-round decline, which 
is still more evident when we compare the figures for 1937 with the 
“pre-Hitler” indices. In 1938, indeed, the annexation of Austria 
and the ensuing combination of the German and Austrian trade per- 
centages make for a uniform increase in the indices, which is rather 
marked in Czechoslovakia and Poland.’ The Czechoslovakian in- 
dices for 1937 are the lowest which we have found for any of the 
countries which might be considered as the “objects” of a power 
policy. ‘Their level even approaches that of the British indices, Since 
Germany also holds the biggest percentage in the trade of the coun- 
tries of the second group, the fall of the indices means generally that 
the reduction in Germany’s share was made possible by an increase 
in the percentages of many other countries concurrently. 

The difference in the behavior of the concentration indices for 
the first and second groups of countries can be ascribed to three fac- 
tors. In the first place, the southeastern European countries had no 
common frontier with Germany until 1938, and may therefore not 
have held a particularly grave view of the effect of German com- 
mercial penetration. But the countries in the second group were 
all immediate neighbors of Germany and, as such, were the first 
potential victims of German aggression, It is also in this group that 
we find the only small European countries, with the exception of 
Sweden, which, in an effort to increase their overseas trade, have 
negotiated and signed agreements with the United States under the 
Reciprocal Trade Agreements Program.’ Evidence, however, also 
exists that the countries in the first group, after having welcomed 
at first the massive German purchases of their agricultural surplus 


* The annexation of Austria is also in great part responsible for the sudden increase 
in the Hungarian index from 1937 to 1938, whereas for the Balkan countries it simply 
adds impetus to a trend already manifest in the former years. 

* The following are the countries and the dates on which they signed the agreements: 
Belgium, February 27, 1935; Netherlands (agreements comprising also the Dutch 
colonial territories), December 20, 1935; Switzerland, December 20, 1935; Czechoslo- 
vakia, March 7, «938. Cf. Margaret §. Gordon, Barriers te World Trade (New York, 
1941), P. $95. 
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products, soon realized the dangers of an exclusive German domina- 
tion of their trade. They tried repeatedly to reverse the trend to 
which their foreign trade and thereby their entire economic struc- 
ture was subjected, mainly by devaluing their currencies in the 
transactions with the free countries and by granting to exporters 
the privilege of retaining a certain proportion of the “devisen” 
obtained. But these policies were largely unsuccessful.’ 

‘This brings us to the second factor. The countries of the second 
group, although concerned over the dangers of too great a con- 
centration of their trade upon Germany, were economically better 
prepared to resist it. Their economies were industrialized and their 
exports able to compete with similar exports from other regions 
of the world. Although the level of the concentration of their trade 
was not generally lower in 1929 than that of the southeastern Eu- 
ropean countries, the range of their crade connections in western 
Europe and in overseas countries was much wider. Finally, here 
again the fact that their exports were more varied has helped the 
countries of the second group to spread their exports more evenly 
over their various trading partners. 

Until now our explanation has taken into account only the inten- 
tions of the various small countries and their capacity to carry out 
their intentions, When, however, we try to show why certain animals 
are the victims of the wolf, it is not sufficient to analyze the willing- 
ness and the capacity of the various possible victims to escape from 
the wolf, but it is necessary to investigate the varying appetite of 
the wolf with regard to his prospective victims. Here, again, the 
available evidence favors the countries of the second group. ‘Vheir 
economies, indeed, did not present that type of complementarity to 
the German economy which was considered essential by Nazi econ- 
omuists for the building up of “sound” trade relations. Their exports 
to Germany consisted to a considerable degree of manufactured 
articles, an item which Germany endeavored to eliminate as far as 
possible.” These factors and the close economic contact of the coun- 
tries in question with the Western world did not make them very 
suitable objects for the German methods of economic penetration. 

®° CF. Royal Institute of International Affairs, South Eastern Europe (London, 1940), 


pp. 116-118, 
#° See below, pp. 137-138. 
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The situation is somewhat different with the Baltic and Scandi- 
navian countries, which form our third European group. Their 
economies, being rich in agricuJtural and raw material resources, 
met the essential conditions for German penetration. Politically, 
also, they were considered as lying in the “German space.” The 
trend of the concentration index of these countries is not a defi- 
nite one, Little variation exists for Norway, Sweden, Finland, and 
Estonia. The marked increases of the indices for Latvian exports 
and Danish imports are due to a strong rise in the English percent- 
ages. Finally, we notice a marked decrease in the Lithuanian index 
because of a heavy decline in the German share, which was not 
entirely compensated by the concomitant rise of the British share. 
Thus, the picture presented by our figures shows the lack of success 
of German economic penetration in this group of countries. ‘The 
presence of Great Britain as a big alternative market in their ex- 
ternal trade provided for them the defensive weapon which was 
entirely absent in the Balkans. 

Of course, an active policy of opposition to the German trade 
drive on the part of Great Britain and France would have changed 
matters in the Balkans and would have relieved the precarious 
economic situation of Lithuania, which, because of its energetic 
handling of the Nazi agitators in Memel, went through a period of 
German blockade from 1933 to 1936. But how far such a policy was 
removed from the intentions of British policy at that epoch may 
be seen from the following passage of an authoritative report on the 
Baltic states: ‘“The principal feature of interest during these years 
(1980-1937) was the struggle between Germany and the United 
Kingdom for markets in this area. In this the United Kingdom was 
helped by the fact that sterling was, and the Reichsmark was not, a 
convertible currency. It consequently became vitally important, 
from a monetary point of view, that the Baltic States should in- 
crease their exports to the United Kingdom by every means in their 
power, or at any rate prevent them ... falling off... . This increased 
the bargaining power of the United Kingdom when the time came 
to negotiate commercial agreements with these countries.’ 

This quotation is particularly revealing in its characterization of 
British policy in the countries selected as objects for German eco- 


“ Royal Institute of International Affairs, The Baltic States (London, 1938), p. 164. 
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nomic penetration. It intimates that Great Britain not only failed 
to assist these countries in their desire to counter the German drive 
by submitting offers to them at least as attractive as the German ones, 
but that Great Britain actually drove a bargain out of the desire 
of these countries to trade with her, a desire which she considered 
merely as a “monetary” phenomenon. It is indeed surprising, and 
explicable only by the desperate attempts of the smaller European 
countries to escape German commercial domination, that with this 
_ shortsighted policy Great Britain did not lose more ground io Ger- 
many than she actually did. 

British Empire.—-Under this heading we consider ten countries: 
Canada, Ceylon, India, British Malaya, Australia, New Zealand, 
Union of South Africa, Egypt, Nigeria, and Eire. 

For all these countries, with the exception of British Malaya, 
Great Britain is the most important export market. For Canada, the 
British and American percentages are about equal, the American 
share having a tendency to be slightly higher. With Tespect to im- 
ports, Great Britain ranks second to the United States in Canada, 
to India in Ceylon, and to the Dutch East Indies in Malaya. 

The most interesting feature of the concentration indices for the 
countries of the British Empire is the divergence in behavior of the 
import and export indices. When we compare 1937 with 1913 we 
find that the export indices maintain, on the whole, their rather high 
level, whereas the import indices all show more or less important 
decreases, This result is brought about in two periods: from 1913 
to 1929 and from 1929 to 1938. With one exception, that of British 
Malaya, which increases its orientation toward the United States, 
the 1913 to 1929 period shows a general decrease in both the import 
and export indices. From 1929 to 1938 most of the import indices 
are stationary, whereas the export indices rise substantially for all 
countries, with the exception of Malaya and Egypt. It is noteworthy 
that the upward trend of the cxport indices is most in evidence from 
1929 to 1982, 1.€., before the Ottawa Agreement could make itself 
felt. Actually, it seems that the economic and monetary development 
of the depression was responsible for the reversal of the downward 
trend and that, with the exception of Nigeria, the Ottawa Agree- 
ment did not exercise an appreciable influence upon the concen- 
tration of the foreign trade in British colonies and dominions. 
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This means that it was the depression with its new trade barriers 
which foiled the previously noticeable tendency to develop new 
markets for the countries of the British Empire. It may also be inter- 
esting to note that in comparison with 191g the relative positions 
of the import and export indices have been changed in a number 
of countries: for Canada, Ceylon, India, Australia, and Nigeria, the 
import index exceeded the export index in 1913, whereas the oppo- 
site relationship prevailed by 1938.” This illustrates further our 
previous remarks about the difficulty of shifting exports and the 
tendency of imports to spread out more evenly over a number of 
countries, 

South America.—The period from 1913 to 1925 is the only one 
during which an upward movement of the indices seems to have 
been prevalent. This is an obvious reflection of the increase of the 
United States’ position in the foreign trade of the countries under 
consideration. In all the following periods a somewhat irregular 
tendency toward a decrease predominates. From 1925 to 1929 it is 
slight, though visible, for the export indices and reflects the widen- 
ing of the markets for the various South American countries during 
the prosperity period. Exactly the opposite movement occurs from 
1929 to 1932, when the depression forced the reduced exports of 
these countries back to their traditional customers, A similar move- 
ment was noted previously for the countries of the British Empire. 
But, from 1929 to 1932 we observe a decrease in most of the import 
indices, which is traceable to the sharp decline of the usually domi- 
nating share of the United States. Exports from the United States 
to these countries, being generally goods with a high income elas- 
ticity, were the first to suffer from the curtailment of the purchasing 
power of these countries. In the revival, which came after 1932, the 
United States regained only partly the position it had lost in 1929, 
trade drives by Germany and Japan in the meantime having gained 
this trade.* This latter development must be seen against the back- 
ground of traditional Anglo-American domination of the external 
trade of Latin America, England and the United States together 


“For Malaya the inverse development took place, but the 1948 import index is 
clearly exceptionally low because of the reduction of the American share due to the 
1938 recession, 


**In addition, the regional trade between the South American countries has increased 
somewhat in numerous instances. 
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account for 40 to 80 per cent of the exports and imports of the coun- 
tries during the years under consideration, the United States gen- 
erally holding the first place, except in Argentina and Uruguay. 
Under these circumstances the German and Japanese advances dur- 
ing the 'thirties necessarily led to a decrease of the concentration of 
the foreign trade of these countries." 

Indeed, in one important respect the parallel between Germany’s 
trading policy in the Balkans and that in South America does not 
hold. Although it is true that, except for technicalities, her trading 
methods and their economic basis and success have been the same 
in the two areas, in the Balkans Germany’s aim was complete eco- 
nomic domination, whereas in the Latin American countries it 
could be only the undermining of the traditional Anglo-American 
domination. This, in conjunction with the geographical factor, may 
also explain why the latter countries resorted much less to defensive 
measures such as those employed—unsuccessfully—by the Balkan 
countries against German penetration.® The difference in the situa- 
tion is well brought out by the increase of the concentration indices 
in the Balkan countries and their simultaneous decrease in the major- 
ity of the Latin American countries subject to German penetration, 

In computing our index of concentration, we wished to bring out, 
for purposes of comparison, one single feature in the structure of 
the foreign trade of the various small countries which were patently 
the objects of a policy of commercial domination on the part of the 
big trading nations, Beyond the relationship between concentration 
of exports and concentration of imports upon which we have com- 
mented, our investigation has not permitted us to find a great 
number of common trends. Only from 1925 to 1929 can we speak 
of a general tendency pointing toward a decrease of the forei gn trade 
concentration of the various countries. Subsequently, the trade of 
the countries of southeastern Europe only shows a sharply rising 
concentration. With this important exception the formation of com- . 
mercial empires, which has often been considered as a characteristic 
of the ’thirties, has not materially affected the concentration of the 
foreign trade of the other smal] countries which we have examined. 


™ This decrease is particularly evident if we compare the figures of 1938 with those 
of 1929, a decrease of the impore indices, a result of cycticat phenomena, having, in 1929, 
already taken place. 

** See above, p. 112. 


CHAPTER VII 


The Commodity Structure of World Trade 


1, THE Two preceding chapters we have tried to analyze 
statistically certain features of the geographical distribution of world 
trade. We shall now turn our attention to the statistical analysis 
of a question concerning the commodity structure of world trade 
which has great political as well as economic importance. 

According to a traditional conception, world trade is based essen- 
tially upon che division of labor between industrial and agricultural 
countries, or, differently expressed, upon the exchange of manufac- 
tures against foodstuffs and raw materials. This characterization of 
world trade has often been disputed on the ground that much of the 
trade of the industrial countries goes to other industrial countries 
and that world trade consists, therefore, to a large extent, in an ex- 
change of manufactures against manufactures. Although both these 
opinions are simple assertions of facts with an essentially quantita- 
tive content, they have not yet had thorough statistical testing. 

In the following we first present the nature of our test. We then 
give the main result brought out by our calculations for world trade 
as a whole. These figures are then broken up into the statistics for 
groups of countries and for several single important countries. The 
special historical interest centering around British foreign trade, 
together with the easy availability of adequate statistical material, 
induces us, in addition, to apply our method to English foreign 
trade statistics from the middle of the nineteenth century onward. 

In a final section we try to bring out the rather mischievous role 
played in recent history by the traditional conception of the structure 
of world trade, especially with respect to German economic policy. 


METHOop or MEASUREMENT 


The statement that world trade consists mainly of an exchange of 
manufactures against foodstuffs and raw materials is somewhat am- 
biguous. A more precise formulation of its actual meaning can be 


fiz) 
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given in the following terms: Most countries, according to their 
“agricultural” or “industrial” character, either export foodstuffs 
and raw materials against imports of manufactures or import food- 
stuffs and raw materials against exports of manufactures, When, in 
the following, we speak of the share of the exchange of manufactures 
against foodstuffs and raw materials (which we shall call also the 
“traditional type of exchange”) in total world trade, this should be 
interpreted as the degree to which the traditional view of the struc- 
ture of world trade is found to be true. 

The measurement of the extent to which world trade is based on 
the “traditional type of exchange” can proceed along lincs made 
familiar by the measurement of bilateralism used by the Economic 
Intelligence Service of the League of Nations.’ 

The method consists in dividing the trade of each country into 
three categories: 


1) total import or export balance; 

2) imports and exports which offset one another in trade with indi- 
vidual countries; 

3) balances in trade with individual countries not reflected by the 
aggregate balance (category 1), ie., balances with opposite sign, off- 
setting one another. 


The second category comprises the trade which balances bilater- 
ally; the third, the trade which balances triangularly, whereas the 
first category contains the trade in commodities which does not 
balance at all against other commodities, but which is balanced— 
bilaterally or triangularly—against other items in the balance of 
payments. 

H one calculates the three categories for all countries, he finds 
by addition the proportions in total world trade of trade balancing 
bilaterally, trade balancing triangularly, and trade balanced by the 
so-called “invisible iterns” of the balance of payments. 

A similar method can be applied to the problem before us. The 
import and export trade of every country may be subdivided by 
commodity groups instead of by countries. In particular, the Inter- 
national Classification of Brussels, established in 1913, provides such 

*Cf. Review of World Trade, 1932-1936 (annual volumes); cf. also Folke Hilgerdt, 


“The Approach to Bilateralism—A Change in the Structure of World Tradc,” Index, 
Vol. X (1935), pp. 175-188. 
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a subdivision in broad classes of merchandise: (1) live animals, (2) 
foodstuffs, (g) materials, raw and partly manufactured, (4) manu- 
factured articles, (5) precious metals. By considering merchandise 
only (i.e., by excluding the fifth class), and by lumping together 
classes (1), (2), and (g) in the import and export statistics of each 
country, we obtain a broad dichotomy of foodstuffs and raw ma- 
terials (products of primary industry), on the one hand, and manu- 
factures (products of secondary industry), on the other. 

If we now extend the concept of bilateralism to the two com- 
modity groups under consideration, we have again a division of total 
trade in three categories: 


1) the trade balance, positive or negative, i.e., that amount of trade 
which does not consist of exchange of commodities against commodities 
but of commodities against “invisible items.” 

2) the compensated commodity trade which might be called “bilateral 
with respect to commodity groups.” It falls inte two classes: 

a) the exchange of foodstuffs and raw materials against foodstuffs 
and raw materials, 

b) the exchange of manufactured products against manufactured 
products. 

8) the compensated commodity trade which by analogy might be 
called triangular with respect to commodity groups, It comprises that 
part of trade which is not offset by “bilateral balancing” within the two 
commodity groups (a and b of class 2) but which is balanced between 
them. This part represents precisely the “traditional type” of exchange 
of manufactured products against foodstuffs and raw materials.’ 


* This includes the exchange between manufactured industrial products and manu- 
factured foodstuffs, the latter being included in class (2) of the Brussels classification. 
‘The importance of manufactured foodstuffs has probably greatly increased in recent 
years, although, in the absence of sufficient statistical material, it is difficult to estimate 
the magnitude of this increase. Of the larger countries, only the United States lists 
manufactured foodstuffs as a separate commodity group. But the introduction of 
industrial methods into agriculture, or of new stages of transformation of crude agri- 
cultural products, only differentiates the agricultural character of a country; it does 
not impair it. If flour instead of grain is shipped in exchange for industria] machinery, 
this does not affect materially the traditional pattern of the international division of 
labor. In testing the extent to which this type of division of labor still predominates, 
it is necessary to classify manufactured foodstuffs with foodstuffs and not with manu. 
factures. The inclusion of the partly manufactured materials with raw materials by 
the Brussels classification is from our point of view also warranted. The partly manu- 
factured articles include, indeed, mainly crude metals (instead of minerals), scrap 
materials, and crude chemical materials, such as potash, ammonia, etc. 

The drawing of a dividing line between manufactures and industrial materials 
involves, of course, a certain amount of arbitrariness, but, as will be seen, this degree 
of arbitrariness is certainly less than that implied in the only other method available 
for the measurement of our phenomenon. 
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To make our procedure clearer, let us give a few schematic illustra- 
tions. If we supposed, first, the existence of a trade balance in equilibrium 
and took the limiting case in which trade consisted of nothing but an 
exchange of foodstuffs and raw materials against manufactured prod- 
ucts, then, the trade statistics of the country would result in the follow- 
ing picture: 


Screme I imports Exports 
Foodstuffs and raw materials........,........... 100 a 
Manufactured products ...................- oak o 100 
100 10D 


But the “traditional type of exchange” would be eliminated if the two 
commodity groups balanced independently, as, e.g., in the following 
example: 


ScHeme II fasports Exports 
Foodstuffs and raw materials.................... 20 20 
Manufactured products ............0...0..0.05. 80 80 
100 100 


In the normal case we obtain the exchange of manufactures against 
manufactures by doubling the smaller item of che two opposite figures 
relating to imports and exports of manufactures. The exchange of food- 
stuffs and raw materials against foodstuffs and raw materials is obtained 
ina similar way, and the traditional type of exchange is found by balance. 
Thus, let us assume that the trade statistics present the following picture: 


SCHEME III Imports Exports 
Foodstuffs and raw materials............0....004 8a 30 
Manufactured products ..............2.2....4.. 20 70 
1090 100 


The total trade of 200 can then by subdivided as follows: 
Exchange of foodstuffs and raw materials against foodstulls and raw 


MALETIANS iced sae ca ed ad eed os eerste edhe eS) base cheated 60 
Exchange of manufactures against manutactures...............4.. 40 
Exchange of manufactures against foodstuffs and raw materials.... 100 

200 


If trade does not balance, our method remains unchanged except for 
the addition of a new category, “exchange of commodities against in- 
visible items,” which accounts for the unbalanced part of trade. The fol- 
lowing scheme would represent the normal case in which all categories 


of exchange are present: Scuteare IV be hes neh 
Foodstuffs and yaw materials.............-....-% 15 30 
Manufactured products ............:0ceeeeaeeee 45 70 


120 100 
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According to our method, trade in this case can be subdivided as follows: 


Exchange of commodities against “invisible items”. ...... ea werk te 20 

Exchange of foodstulfs and raw materials against foodstuffs and raw 
TMALET AIS 555 cec 3 eae hte OM eg wdcaineno Vinvgieee Bigate’sacediguce Beale Sepa 6o 
Exchange of manufactures against manufactures...,.......-...... go 
Exchange of manufactures against foodstuffs and raw materials.... 50 
220 


If there is a deficit (or surplus), trade obviously cannot consist only 
of the “traditional type of exchange.” Thus, in the following example: 


SCHEME V In:ports : Exports 
Foodstuffs and raw materials....... Scents nus asec! 120 o 
Manufactured products .................0-02005 o 100 
120 100 


the total trade of 220 must be subdivided into two parts, 20, the exchange 
of goods against “invisible items,” and 200, the “traditional type of 
exchange.” 

It remains, however, quite possible for the “traditional type of ex- 
change” to shrink to zero. This happens whenever both commodity 
groups show a deficit (or a surplus), as in the following example: 


ScHEME VI forports Exports 
Foodstuffs and raw mateyials.................... 70 65, 
Manufactured products ............2....2.0-0.. 50 35 
120 100 
In this case the total trade is subdivided into: 
Exchange of goods against “invisible items”...............0..004. 20 
Exchange of foodstuffs and raw materials against foodstuffs and raw 
INALC CLANS Seis leiges aides iS auld & assalbiaiecy re. en Woda sdae ence yah odo-liees 130 


Exchange of manufactured products against manufactured products 70 


220 


As we shall see, this pattern could actually be observed in a number 
of countries during recent years. It was characteristic of Staly for a long 
period running from 1892 to 1912. During this time Italy’s trade bal- 
ance was negative, not only as a whole, but also for the balances of all 
commodity groups taken separately. The opposite picture obtained for 
the forcign trade of the United States from 1898 to 1922. During this 
period, indeed, the United States foreign trade statistics show a surplus 
for each of the main commodity groups into which her foreign trade is 
subdivided. 

It is easy to give a more concrete meaning to the various categories 
of interchange in each particular case, as the compensated trade in a 


* According to the national trade statistics of both the United States and Italy, which 
are both based upon a classification somewhat different from the Brussels classification. 
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commodity group is always obtained by doubling the smaller of the 
two opposite figures relating to imports and exports. Therefore, the ex- 
change of manufactures against manufactures, for a country having an 
active balance with respect to manufactures (cf. Scheme IV), is a function 
of the imports of manufactures. But for a country having a passive bal- 
ance in manufactures (cf. Scheme VI), the exchange of manufactures 
against manufactures is equal to twice the amount of the exports of 
manufactures. 

Analogous meanings can be attached to the exchange of raw materials 
and foodstuffs according to whether the trade balance with respect to 
these two commodity groups is passive or active. 

The exchange of manufactures against foodstuffs and raw materials, 
according to the case, is either imports of manufactures against exports 
of raw materials and foodstuffs or the opposite. Similarly, the exchange 
of commodities against “invisible items” stands either for a deficit or 
for a surplus of the trade balance. 


The method which we have devised for the subdivision of the 
foreign trade of individual countries into the various categories of 
interchange can be applied to world trade as a whole. For this pur- 
pose we have to sum up by categories of interchange the results 
obtained in the analysis of the trade statistics of the individual coun- 
tries, the values being expressed in an international currency. 

Although an alternative approach to our problem might seem 
more natural at first sight, it is not of great value and little mention 
of it need be made. It consists in the division of countries into “in- 
dustrial” and “raw material and foodstuff-producing” countries. 
Once this division is established, one might calculate the percentage 
in world trade of the interchange within “industrial” countries, 
within the “raw material and foodstuff-producing” countries, and 
between both groups of countries.‘ 

It may be said generally that this method is inferior to the one 
proposed here, as a greater degree of abstraction is involved in la- 
beling any given country as “industrial” than in labeling any given 
cominodity as “manufactured.” Thus, the interchange between in- 
dustrial countries does not consist wholly of industrial products, 
nor does the interchange between industrial and agricultural coun- 
tries consist exclusively of an interchange of manufactured products 
against foodstuffs. If a country having been predominantly “agri- 


‘This method has been applied by the Institut fiir Weltwirtschaft in its important 
inquiry into the structural changes of world economy (see below, pp. 127 £.). 
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cultural” comes to be predominantly “industrial,” the dilemma 
arises whether to keep it in the class of “raw material and foodstuff- 
producing countries” or to transfer it to the “industrial countries.” 
If the first course is adopted, the statistics become meaningless; if 
the second course is followed, their homogeneity is impaired. None 
of these difficulties is met with if our method is applied. All types 
of interchange are taken account of for every single country. And 
the industrialization of an agricultural country, which is evidently 
a gradual process, finds its expression in a gradual change in the 
importance of the various types of interchange for the foreign trade 
of this country. 

Finally, we must warn the reader against a possible misinterpre- 
tation of the figures arrived at by our method. If we find, for in- 
stance, that the exchange of manufactures against manufactures for 
country A amounts to fifty million dollars, this does not necessarily 
mean that country A bought twenty-five millions of manufactures 
from countries B, C, and D and sold twenty-five millions of manu- 
factures in exchange to these same countries. It might also mean that 
country A brought twenty-five millions of manufactures from coun- 
tries B, C, and D and sold twenty-five millions of manufactures to 
countries E, F, and G. In other words, what we call exchange of 
manufactures against manufactures comprises not only the exchange 
of manufactures between industrial countries, but also an exchange 
of manufactures which is triangular with respect to countries. An 
exaniple of this is Japan’s traditional practice of offsetting imports 
of manufactures from the Western countries by exports of Japanese 
manufactures to Asia and Africa. 

To this consideration the following corollary may be added: What 
we cal] the “traditional type of exchange,” i-e., the exchange of man- 
ufactures against foodstuffs and raw materials, may be subdivided 
into two classes according to whether a country is exporting or im- 
porting manufactures against imports or exports of foodstuffs and 
raw materials. It is generally thought that the “industrial” or “agri- 
cultural” character of a country makes for a uniform structure of its 
foreign trade with all other countries, so that it exports manufac- 
tures to all of them and imports similarly foodstuffs and raw mate- 
rial from all alike, or inversely. It is, however, quite possible for a 
country, such as Japan, to import raw materials (oil, tin, rubber) 
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from one country (Dutch East Indies) against export of manufac- 
tures, and at the same time to export raw materials (silk) against 
import of manufactures from another country (United States). In 
this case the traditional type of exchange in the bilateral relations 
of Japan with the Dutch East Indies and the United States has the 
opposite sign. The amounts which thus cancel out are precisely the 
exchange of raw materials against raw materials and of manufac- 
tures against manufactures on a triangular basis, and only the bal- 
ance, according to the meaning assigned to this term, constitutes a 
true exchange of manufactures against raw materials.’ It would be 
very interesting to calculate subclasses of the various types of inter- 
change according to whether they are bilateral or triangular with 
respect to countries; this would certainly bring out still better the 
complexity of international trade relations. Such an inquiry, how- 
ever, would be feasible only if the trade statistics of the various 
countries were subdivided simultaneously according to both coun- 
tries and to the Brussels commodity groups. To my knowledge Ger- 
many is the only country to have published this information.’ 


THE MAIN RESULT OF THE CALCULATIONS 


By our calculations we have established for world trade as a whole 
the importance of the various types of interchange between groups 
of commodities. Although the compilation of this data was the most 
interesting feature of our calculations, the gathering of the neces- 
sary statistics was, however, by no means an easy matter. By draw- 
ing from various sources we have been able to find continuous and 
homogeneous series from 1925 to 1937 for forty-seven countries, 
accounting for approximately gz per cent of world trade. The result 
for these forty-seven countries appears in table 11 (p. 151). But in 
table 3 we reproduce a slightly modified compilation for world trade 
as a whole which assumes a certain distribution of the trade not 
accounted for by the forty-seven countries.” 


5 See above, pp. 120-122. 

® CE. Statistiches Jahrbuch (Berlin, 1938), pp. 286-284. 

"The only available basis for an international comparison is the already-quoted 
International Classification of Brussels, which was adopted in 1913. Many important 
countries, however, continued after that date to tabulate their trade Statistics in a form 
more or less different from this classification. The Bulletin du Bureau International 
de Statistique Commerciale (Brussels, 1922, and following years), which was supposed 
to centralize the trade statistics tabulated according to the International Classifica- 
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For 1913, statistics for only twenty-two countries (73 per cent of 
world trade) could be collected. In order to obtain comparable fig- 
ures for the years after the First World War, we have summed up 
the figures for the same countries for 1925 and 192g (table 4).° 


tion, carries a disappointingly small number of countries, many of which are quite 
unimportant, The best work in this field has been done by the German Statistisches 
Reichsamt which, in the absence of information in the national statistics, has itself 
carried out the calculations for a large number of countries. The results can be found 
in the successive editions of the Statistisches Jahrbuch {2d part, international tables) 
and in the Statistisches Handbuch der Weltwirschaft (Berlin, 1936). The data pub- 
lished by the Statistisches Jahrbuch are on the basis of a common currency (mark), 
which facilitated the calculation of totals fer the world and various subgroups of coun- 
tries. The information contained in the annual volumes of International Trade Statis- 
tics (ed. hy the League of Nations) is either compiled from the national publications 
or from the German sources. In 1938 the /nternational Trade Statistics dropped the 
tables giving the division of the trade according to the Brussels classification because 
of the adoption of a new international classification known as “minimum list.” In 
the opinion of the author, the Brussels classification still fulfills a definite and valu- 
able purpose and, rather than being entirely abandoned, it should be complemented, 

The countries not included in the forty-seven countries for which complete statistics 
were available are some Asiatic (Formosa, Korea, Manchukuo) but mainly African and 
Latin American countries. The Statistisches Jahrbuch of 1938 carries for the first time 
detailed statistics for ten of these countries, accounting for approximately 5 per cent 
of world trade, and, as was to be expected, shows the share in total trade of the ex- 
change of manufactures against manufactures to be much lower (only about 5 per cent) 
for these countries than for the forty-seven countries for which we had been able to 
collect continuous statistics. Therefore, we should have given too much importance to 
the exchange of manufactures against manufactures if we had simply assumed that 
the distribution of world trade according to the various types of interchange is the 
same as that found for the forty-seven countries. But the importance of the exchange 
of foodstuffs and raw materials against foodstuffs and raw materials in the total trade 
of the ten countries mentioned above was found to be approximately equal to that 
calculated for the forty-seven countries. In the estimate of the distribution of world 
trade, we have, therefore, proceeded in the following way: 

(1) It was assumed that only 5 per cent of that part of world trade which was not 
accounted for by the trade of the forty-seven countries consisted in exchange of manu- 
factures against manufactures, 

(2) It was assumed that the percentage of the exchange of foodstuffs and raw mate- 
rials against foodstuffs and raw materials remained for the world at the same figure 
which was calculated for the forty-seven countries. 

(3) The exchange of commodities against invisible items of the balances of payments, 
being nothing but the sum of the deficits and surpluses of the individual trade balances, 
could be calculated without recourse to estimations, since complete statistics are avail- 
able for the aggregate imports and exports of all countries. 

(4) The exchange of manufactures against foodstuffs and raw materials is found as 
the balance of world trade and the three categories calculated according to the method 
just explained. 

The possible range of error of the result seems, in this way, incapable of affecting 
any of the conclusions which we draw in the text. 

* The countries are Germany, Belgium, Bulgaria, Denmark, France, Italy, Portugal, 
Rumania, Sweden, Spain, United Kingdom and Ireland, Russia, Tunisia, Egypt, Aus- 


tralia, India, China, Iran, Japan, United States, Canada, Peru. No account could be 
taken of frontier changes. 
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The striking fact which emerges from tables 3 and 4 is that the 
“traditional type of exchange,” i.e., the exchange of manufactures 
against foodstuffs and raw materials, amounts only to somewhat less 


TABLE 3 


ESTIMATED PERCENTAGE DisrrisuTIon oF WORLD ‘TRADE IN ACCORDANCE WITH THE 
VarRIOUS TYPES OF INTERCHANGE 


Total (5) 
Lt 8 oleae sing anasto 13.9 17.2 29.3 100.0 
VO 2G ea Sieh aie ands es as 10.7 18.1 32.9 100.0 
OD Fire eeahinte atone Ores 11.7 18,9 30.7 100.0 
NZS case sien Gu Gia adil. dle crenttes 11.3 19.2 30.6 100.0 
1929). ol eee ee eoee aha ck 9.3 19,4 33.0 100.0 
T9SO cdot da atc Bae Ae ack 12.4 20.6 28.8 100.0 
NOS 4 2 hacen ote caepu he ore 16.5 2.5 24.9 100.0 
DOS 2s ila rare? creat detest ds at 16.7 19.0 272. 100.0 
DOSS So seg sth ate vadianenacotereds 15.6 18,7 29.2 100.0 
NOGA ie S.atvgrctete ee aitlnnn Gk hs 15.1 18.6 30.7 100.0 
1935 ek banevi owas wept 13.7 18.1 32.2 100.0 
BSG hati exc. Sota naee 14.3 17.0 34.3 100.0 
MOST sere Seeds eed Sa wet 14.7 33.3 100.0 


* Exchange of commodities against “invisible itema.” 

+ Exchage of foodstuffs and raw materials against foodstuffs and raw materials. 
T Exchange of manufactures against manufactures. 

§ Exchange of manufactures against foodstuffs and raw materiale, 


TABLE 4 
PERCENTAGE DisTRIBUTION OF THE TRADE OF TWENTY-TWO COUNTRIES IN 1918, 1925, 
AND 1929 IN ACCORDANCE WITH THE VARIOUS TyPEs oF INTERCHANGE 


Tatal (5) 


—_—__ewS— | 


ODS Sj ected aad oases 100.0 
1925 6467 aici: eae eS e ey 2 100.0 
19D icon ga lyie din baneitiy vont 100.0 


* Exchange of commodities against “invisible items,”* 

Exchage of foodstuffs and raw materials against foodstuffs and caw materials, 
t Exchange of manufactures againat manufactures. 
§ Exchange of manufactures againgt foodstuffs and raw materials, 


than one-third of total world trade. This is by no means a negligible 
proportion, but it is also far from occupying the dominating posi- 
tion often attributed to it. On the other hand, the opposite thesis, 
that trade is based largely upon the division of labor between na- 
tional industries, is only partly verified by our figures. During the 
period under review, the exchange of manufactures against manu- 
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factures did not account for more than one-fifth or one-sixth of 
world trade. Instead, another category which is hardly ever men- 
tioned in discussions about the structure of world trade takes on 
quite impressive proportions: the exchange of foodstuffs and raw 
materials against foodstuffs and raw materials. Being consistently 
the largest single item of the four classes into which we have sub- 
divided world trade, it oscillates between two-fifths and one-third 
of the total. 

It is instructive to compare our statistics with those compiled for 
a similar purpose by the Institut fiir Weltwirtschaft in Kiel showing 


TABLE 5* 
Wortp Trane Divipep into TRADE BETWEEN VARIOUS TYPES OF COUNTRIES 


Foreign trade 


Foreign trade Foreign trade etween 
Year between “agricul. | between “industrial™ “agricultural”? 
tural” countries countries and “industrial” 
countries 
DTS. Susie tele alabete wr inaAene e 10.7 29.2 58.8 
V2 Sor. eccecvtoawineatetce cies 11.5 25.0 62.2 
92D aie. sed ae ee cte ee See ess 12,0 23.9 62.6 


der deutechen Ausfubrpolitit.” Wabwirtschepicies Archie, Vok MARUI ele onl oe ond dat Problem 
the respective importance in world trade of (1) the trade between 
agricultural countries, (2) the trade between industrial countries, 
and (3) the trade between agricultural and industrial countries. 
We reproduce in table 5 the findings of the Kiel Institute for 1913, 
1925, and 1929. 

These figures are instructive so far as they go. But they are entirely 
misleading if one equates “trade between industrial countries” with 
“exchange of manufactures against manufactures,” “trade between 
agricultural and raw material-producing countries” with “exchange 
of foodstuffs and raw materials against foodstuffs and raw mate- 
rials,” and if one considers the trade between agricultural (and raw 
material-producing) countries and industrial countries as merely 
another expression for the exchange of foodstuffs and raw materials 
against manufactures. In 1929, for instance, the interchange be- 
tween agricultural and raw material-producing countries amounted 
to 12.0 per cent of world trade, whereas the exchange of foodstuffs 
and raw materials against foodstuffs and raw materials amounted 
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to 38.3 per cent—more than three times as much. The explanation 
of this discrepancy is, of course, that the trade between the indus- 
trial countries and between industrial and agricultural countries to 
a substantial extenc consisted of an exchange of foodstuffs and raw 
materials against foodstuffs and raw materials. The figures of table 
5 seem also to admit of the conclusion that the division of labor 
between the various national industries diminished continuously 
from 1913 to 192g.’ Our data, on the contrary, show a continuous 
increase of the exchange of manufactures against manufactures for 
the twenty-two countries from 1913 to 1925 and 1929 (table 4) and 
also conspicuously for world trade as a whole from 1925 to 1929 
(table 3). The apparent contradiction between the two series of fig- 
ures is easily resolved. On the one hand, the decrease of the trade 
between industrial countries may have been due entirely to a de- 
crease of the trade of raw materials and foodstuffs among them, and, 
on the other hand, the “agricultural” countries may have increased 
their export of manufactures among themselves or even to the “in- 
dustrial” countries. 

In any case, although the relative importance of the division of 
labor between the countries generally Jabeled as “industrial” dimin- 
ished from 1913 to 1929, the relative importance of the division of 
labor between the manufacturing industries of the various nations 
increased. It is only the latter development which is significant 
for an appreciation of the chances of future development of inter- 
national industrial specialization. If, as a whole, the percentage 
included under the exchange of manufactures against manufactures 
appears to be rather low, we must remember that manufactured 
products occupy less than 40 per cent of world trade, the rest being 
made up by raw materials and foodstuffs. 

We can, indeed, combine fruitfully our table with the data cov- 
ering the respective parts played in total world trade by manufac- 
tured products, foodstuffs, and raw materials. In table 3, column 
(2) refers exclusively to foodstuffs and raw materials, and column 


* This conclusion, with its obvious pessimistic implications, has been drawn by the 
Institut fur Weltwirtschaft und Seeverkehr, “Die Aussenhandelsentwicklung und das 
Problem de deutschen Ausfuhrpolitik,” Weltwirtschaftiches Atchiv, Vol. XXXVI 
(July, 1932), p. $4, anc in a signed article by one of its authors; cf. Max Victor, “Das 
sogcnannte Gesetz der abnehmenden Aussenhandelsbedeutung,” Weltwirtschaftliches 
Archiv, Vol. XXXVI (july, 1932), p. 73. 
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(3) refers exclusively to manufactures, Column (4), showing the 
exchange of manufactures against foodstuffs and raw materials, in- 
cludes equal amounts of both groups of commodities. Only for 
column (1)—the exchange of commodities against “invisible items”— 
do we not know the proportions of one or the other of the two com- 
modity groups. But, knowing the total proportion in world trade of 
each group of commodities," and the part played by each group in 
columns (2), (3), and (4) of table 3, we obtain the subdivision of our 
column (1) by subtraction. Thus we arrive at the conclusions pte- 
sented in tables 6 and 7. 

From these tables we see clearly the importance of the exchange 
of manufactures against manufactures. Though it represents not 
more than 17 to 19 per cent of total world trade (table 6), it has con- 
stituted approximately one-half of the total trade in manufactures 
throughout the period under consideration (table 7). Its importance 
with respect to the total trade in manufactures is thus only slightly 
smaller than the importance of the exchange of foodstuffs and raw 
materials against foodstuffs and raw materials within the total trade 
in these two groups of commodities. 


DETAILED ANALYSIS OF THE STATISTICS FOR COUNTRIES 
AND Groups OF COUNTRIES 


Before we proceed to the general significance of our statistical 
results, we must undertake a more detailed and rather tedious analy- 
sis. From table g the following main tendencies are apparent for the 
period under consideration (1925-1937): 


1) The sums of the deficits and surpluses of commercial balances which 
represent the noncompensated commodity trade is subject to rather sud- 
den change. The heavy contraction of trade accentuates the disequilib- 
rium of nearly all trade balances. Only gradually is this disequilibrating 
effect of the crisis absorbed and, in 1937, the relative importance of what 
we have called the “exchange of commodities against invisible items” 
is still much higher than it was in 1929, though it does approach the 1925 
figure. 

* German statistics having provided the basis for the greater part of our calculations, 
these figures have also been calculated from a German source: Statistisches Jahrbuch, 
which gives detailed figures for world imports and world exports (¢.g., Jahrbuch, 1938, 
p. 149). We have averaged the two figures and from this have obtained the percentazes 


of table 6, which coincide with the data of the League of Nations’ Review of World 
Trade (1938), p. 61. No data appear for the years from 1926 to 1928. 


TABLE 6 


DIvIsIon oF WoRLD TRADE INTO TRADE IN MANUFACTURES AND TRADE IN FOODSTUFFS AND RAW MATERIALS, AND SUBDIVISION OF EACH 
CATEGORY INTO Various TYPES OF INTERCHANGE 


(in Percentage of World Trade) 


World trade in foodstuffs and raw materials—-Food- 
stuffs and raw materials exchanged against: 


Foodstuffs and raw materials*..........-..--000008 34.8 
Manufacturesf... 20.0... cece eee eee cere e rene ees 16.7 
“Invisible items’]. 0.0.0.0. ccc eee ee eee eee ener 11.0 
Total foodstuffs and raw materials............... 62,4 
World trade in manufactures—Manufactures 
exchanged against: 
Manufactures§... 0.0.00. ccc e cece cence eee eee eannee 17.2 
Foodstuffs and raw materialsf...........--0-000 0 16.7 
“Invisible items’ ]. 0.0.0.0... cece ee cee ee ee eee 3.8 
Total manufactures. .........-.002eeceeeeeeeees 37.6 


Total world trade........ 0.002 cece eee eee eens 


* Figures in this row correspond to those in column (2), table 4. . 
{ Figures in these two rowa correspond to those in column (4), table Fa divided by two, 
u 


t Figures in these two rows added together correspond to those in co 


: : mn (1), table 3. 
§ Figures in this row correspond to those in column (3), table 3. 


TABLE 7 


Division OF WorLD TRADE IN FOODSTUFFS AND Raw MATERIALS AND OF WORLD TRADE IN MANUFACTURES INTO 
Various TYPES OF [NTERCHANGE 


(in Percentage of Total World Trade in Foodstuffs and Raw Materials and Total World Trade in Manufactures) 


1925 1929 1931 
World trade in foodstuffs and raw materials—Food- 
stuffs and raw materials exchanged against: 
Foodstuffs and raw materials.................20005 61.8 63.2 62.2 
Manufactures... 0.0.0... cece eee teens 22.8 27.2 20.9 
“Invisible items’... 0c. cece ee eee eters 15.4 9.6 16.9 
Total foodstuffs and raw materials............... 100.0 | 100.0 | 100.0 
World trade in manufactures—Manufactures 
exchanged against: 
Manufactures. 0.0... ccc cee ete cece enna 47.9 49.2 53.2 
Foodstuffs and raw materials............ 0.000.000. 40.8 41.9 39.8 
“Invisible items’... . 0. eee ets 11.3 8.9 16.0 
Total manufactures... 0.00.0... ccc eee ee ee eee 100.0 | 100.0 100.0 


100.0 


1933 1934 1935 1936 1937 
58.5 57.8 58.0 55.0 55.8 
23.4 24.9 25.9 27.4 26.7 
18. 17.3 16.1 17.6 17.5 
100.0 | 100.0 | 100.0 | 100.0 | 100.0 
49.7 48.4 47.8 45.3 45,7 
38.8 40.0 42.5 45.7 44,3 
11.5 11.6 9.7 9.0 10.0 
100.0 | 100.0 | 100.0 | 100.0 | 100.0 
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2) ‘he exchange of foodstuffs and raw materials against foodstuffs and 
raw materials (or, as we shall call it also, the “compensated trade in food- 
stuffs and raw materials’’) exhibits a rather steady downward tendency. 

3) The exchange of manufactures against manufactures (or the “‘com- 
pensated trade in manufactures”) shows a steady increase in importance 
in each of the six years from 1925 to 1931, and a steady fall in the six 
following years, resulting in a figure for 1937 (17.2 per cent) exactly the 
same as the initial figure of the series. 

As the data of table 4 show, however, there was a slight increase from 
1913 to 1925 for the combined statistics of twenty-two countries, and the 
percentage included in this type of exchange in world trade was, for these 
countries, still greater in 1937 than it had been in 1913. 

4) The movements of the exchange of manufactures against foodstuffs 
and raw materials are inversely related to the movements of the sum 
of deficits and surpluses. The share of the “traditional type of exchange” 
in world trade reaches its low point in 1931 (24.9 per cent) and from then 
on recovers speedily to a level even above its 1929 importance; it profits, 
indeed, from the concomitant fall of all other categories of interchange. 


In order to explain these various movements, we return to the 
detailed statistics from which our aggregates have been compiled. 
From the standpoint of our analysis, it seems best to classify all coun- 
tries into four groups or classes: 


Class .—Those which have an active balance in manufactures and a 
passive balance in foodstuffs and raw materials. The “traditional type 
of exchange”’ consists, therefore, for these countries in an export of manu- 
factures against imports of foodstuffs and raw materials. 

Class I.—Those which have a passive balance in manufacturcs and an 
active balance in foodstuffs and raw materials. The “traditional type 
of exchange”’ consists here of imports of manufactures against foodstuffs 
and raw materials. 

Class I1I.—Those which have an active balance in both manufactures 
and in foodstuffs and raw materials. 

Class IV.—Those which have a passive balance in both manufactures 
and in foodstuffs and raw materials. For the latter two classes of countries, 
the “traditional type of trade” is nonexistent, as we have shown above, 
page 121. 


Obviously, the great majority of countries belong to the first two 
classes. The trade statistics of most countries show at least some of 
the “traditional type of exchange.” Not a single country for the 
whole period under consideration belonged to Class 111. The United 
States alone belonged to this class in 1913 and fell back into it in 
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1932 and 1933. During these depression years, the foodstuffs and 
Taw materials balance became active once more because the imports 
had been reduced at a pace faster than that of the exports. The only 
other country in Class III is Hungary, which in 1937 fell for the 
first time into this class when her exports of manufactures slightly 
exceeded her imports. 

Class I'V is represented by four European countries, the Nether- 
lands, Sweden, Greece, and Portugal, each of which have tradition- 
ally passive trade balances in manufactures as well as in foodstufts 
and raw materials.” China also belongs to this category from 1930 
to 1935, and other countries, Spain, Switzerland, Eire, and N orway, 
enter into it occasionally. 

We have then only four countries for which the “traditional type 
of exchange” is consistently absent. Of the forty-three (or fifty-three) 
remaining countries, ten, generally termed “industrial,” belong to 
Class I. These are the United States, England, Germany, France, 
Italy, Belgium, Austria, Czechoslovakia, Switzerland, and Japan. 
All other countries for which we have analyzed the trade statistics 
belong essentially to Class IL. 

If we compile separately the data for the ten countries belonging 
to Class I and for the thirty-three (or forty-three) countries belonging 
to Class Ii, the various types of interchange acquire a more concrete 
meaning. For the countries having an active balance in manufac- 
tures, the compensated trade in manufactures measures essentially 
the relative importance of the imports of manufactures, whereas for 
countries having a passive balance in manufactures, the compen- 
sated trade in manufactures is nothing but twice the percentage 
embraced by the exports of manufactures in the total trade of these 
countries.” The same applies, mutatis mutandis, to the compensated 
trade in raw materials and foodstuffs. 

In table 8 statistics are given for the ten countries belonging to 
Class I and for the thirty-three countries belonging to Class If for 
1925, 1929, 1931, and 1937. For 1929 and 1937 we were able to calcu- 
late statistics for ten additional countries belonging to Class II. 
Their inclusion does not alter substantially the picture given by the 


* During the period under consideration this is true without exception for the 
Netherlands and for Portugal. Exceptions for Sweden and Greece are rare and insig- 
nificant. 

™ See above, p. 122. 
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figures for the thirty-three countries only. The ten countries of 
Class I and the forty-three countries of Class II account on the aver- 
age for 55 and 35 per cent of world trade, respectively. The ten 
countries of Class I include the most important trading nations. 


TABLE 8 


PERCENTACES HELD BY THE VARIOUS CATEGORIES OF INTERCHANGE IN THE TOTAL TRADE 
OF DIFFERENT CLASSES OF COUNTRIES 


Exchange of commodities against “invisible 
items” 
Class I (10 “industrial” countries)............ 
Class I (33 “agricultural” countries) 
Class II (43 “agricultural” countries)......... 
Total (10 “ind,” plus 33 ‘“‘agr.”" countries) 
Total (10 “ind.” plus 43 “‘agr.” countries) 


Exchange of foodstuffs and raw materials against 
foodstuffs and raw materials: 
Class I (10 “industrial” countries)............ 
Class II (33 “agricultural” countries) 
Class II (43 “agriculeural” countries)......... 
Total (10 “ind.” plus 33 “apr.” countries) 
Total (10 “ind.” plus 43 “‘agr.”” countries) 


Exchange of manufactures against manufactures: 
Class I (10 “Gndustrial” countries)............ 
Class II (33 “agricultural” countries) 
Class II (43 “agricultural” countries)......... 
Total (10 “ind.” plus 33 “‘agr.” countries)..... 
Total (10 “ind.” plus 43 “agr.” countries)... 


Exchange of manufactures against foodstuffs and 
raw materials: 
Class I (10 “industrial” countries)............ 
Class II (33 “agricultural” countries)......... 
Class H (43 “agricultural” countries)......... 
Total (10 “ind.” plus 33 “apr.” countries)... .. 
Total (10 “ind.” plus 43 “‘agr.” countries)... .. 


In table 8 the figures for the forty-three (or the fifty-three) coun- 
tries correspond both in their level and in their movements very 
closely to the results of table 3, which attempted an estimate for the 
whole of world trade. We can, therefore, explain the increasing and 
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decreasing importance of the various types of interchange as shown 
in table g by reference to the present table. 

The most striking result is the great discrepancy both in level and 
in movement which is revealed for the two groups of countries in 
the figures relating to the compensated exchange in manufactures, 
This type of interchange is nearly twice as important for the ten 
countries having an active balance in manufacturesas for the thirty- 
three (or forty-three) countries having a passive balance in manu- 
factures. In other words, imports of manufactures are much.more 
important for the countries prevalently exporting manufactures 
than are the exports of manufactures for the countries prevalently 
importing manufactures, This result is not unexpected, and it is 
even surprising to note that, for the forty-three countries generally 
classified as “agricultural,” the exchange of manufactures against 
manufactures still amounted to as much as 29 per cent of their 
total trade. 

The more significant result is that these latter countries are char- 
acterized by a slow but continuous increase of the proportion in the 
total trade of the compensated trade in manufactures. This reflects 
the very gradual increase of their exports of manufactured products, 
in itself an outgrowth of the industrialization of these countries. 
On the other hand, the proportion in total trade of the compensated 
trade in manufactures changes very markedly for the ten countries 
having an active balance in manufactures. These changes dominate 
the movements of the total compensated trade in manufactures, 
since two-thirds to three-fourths of this total is handled by the ten 
industrial countrics. 

We may distinguish two periods from this angle. The first, extend- 
ing from 1925 to 1931, is marked by an important increase in the 
part played by the compensated trade in manufactures in the total 
trade of the “industrial” countries. A subsequent strong decrease 
reduces the proportion of this type of trade below the initial per- 
centage of 1925. Going back to the statistics of the individual coun- 
tries, we find that most of them follow this same pattern. Germany 
and Japan, the only exceptions, have their maxima during 1927 and 
1928, respectively. The peak in 1931 is explained by the relatively 
strong industrial exports of Germany which had a large active trade 
balance during this year. A considerable part of Germany’s indus- 
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trial exports goes traditionally to the other industrial countries. 
But, 1931 being the last free trade year for Great Britain, the sub- 
stantial advance buying of manufactures carried the proportion of 
the compensated trade in manufactures in total British trade to an 
alltime high point of 33 per cent. 

The subsequent decline of the compensated trade in manufac- 
tures is accompanied by a decline of the compensated trade in raw 
materials and foodstuffs, and the “traditional type of exchange” 
gains considerably in importance. Whereas the increase in world 
trade from 1925 to 1929 was marked by a more than proportional 
increase of the compensated exchange of manufactures, the short- 
lived revival of world trade after the great depression, with its inten- 
sified economic nationalism, witnessed a relative decline of this type 
of interchange. 

The ten industrial countries also exhibit a continuous decline in 
the relative importance of the compensated exchange in raw mate- 
rials and foodstuffs. This is tantamount to a decline in the relative 
importance of the exports of raw materials and foodstuffs in these 
countries, and it may be explained by their further industrializa- 
tion and by the desire of Germany, Italy, and Japan to make the 
most of the natural resources within their own territories. 

With respect to individual countries, the arrangement which we 
have devised for the analysis of total trade into the various types of 
interchange cannot add materially to the information contained in 
the traditional device of giving separate figures for imports and ex- 
ports, But for an analysis from a certain standpoint it conveniently 
sums up the information contained in the ordinary arrangement. 

For the larger industrial countries, such as the United States, 
Great Britain, France, Japan, and Italy, the proportion of the com- 
pensated trade in manufactures is generally somewhere between 
20 and 25 per cent of total trade. It is distinctly lower for Germany.” 
Really high percentages can be found for such small industrial coun- 
tries as Switzerland (4g per cent), Austria (32 per cent), Czechoslo- 
vakia (28 per cent), and for some countries having a passive balance 
in mantfactures, such as Sweden (41 per cent), Netherlands (27 
per cent), and even in some of the countries generally classified as 
“agricultural,” such as China (33 per cent), Hungary (33 per cent), 

® See below, pp. 137-138. 
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Canada (32 per cent), and India (31 per cent). On the other hand, 
for a great number of “agricultural” countries the compensated 
trade in manufactures represents a very low proportion. For twenty- 
one of the thirty-three countries of Class II it did not exceed 5 per 
cent in 1937. 

The proportion in total trade of the compensated trade in food- 
stuffs and raw materials is, on the contrary, much more steady from 
country to country. In 1937 it lies below 20 per cent of total trade 
for four countries only, Switzerland (13 per cent), Rumania (17 per 
cent), Turkey (16 per cent), and Netherlands Indies (14 per cent). 
There is a surprisingly large number of countries for which this 
type of trade represents more than or approximately one-half of 
total trade.” 

These countries are not quite equaled with respect to agere- 
gate importance by those the trade pattern of which is prevalently 
the exchange of manufactures against foodstuffs and raw materials." 

As to the movements of our figures for individual countries, the 
Most interesting series is again the German one. In the first place, 
with the exception of the “rationalization” years of the ‘twenties, 
the proportion of the compensated exchange of manufactures in 
German trade has always been by far the smallest of all the countries 
having an export surplus in manufactures. Furthermore, since Ger- 
many’s commercial deficit was generally smaller than that of the 
other “industrial” countries, she carries on a larger amount of ex- 
change of manufactures against foodstuffs and raw materials than 
these countries. Since 1933 the proportion of this type of exchange 


* Parenthetical percentages here relate to 1937. 

* These countries were in 1937: Spain (73 per cent}, Greece (72 per cent), Poland 
{G8 per cent), Eire (65 per cent), Denmark (62 per cent), British Malaya (6o per cent), 
Portugal (58 per cent), Netherlands (58 per cent), Hungary (57 per cent), Norway (54 
per cent), United States (52 per cent), U. $. 8. R. (52 per cent), Sweden (52 per cent), 
Belgium (19 per cent), Latvia (47 per cent), Tunisia (46 per cent). In light of these fig- 
ures, the statement of Professor Howard S. Ellis (Exchange Control in Central Europe 
[Cambridge, Mass., 194], p. 319) that “if autarky becomes universal, it would seem to 
imply the virtual cessation of international trade in finished goods and the reduction 
of trade in raw materials to the exchange of goods without close substitutes” is seen 
to be based on real possibilicies. Cf., however, tables 1 and 2 for the tendency toward a 
decline of this type of interchange in world trade as a whole. : 

* Figures for 1937 are: Turkey (72 per cent), New Zealand (70 per cent), Germany 
(68 pet cent}, Bulgaria (64 per cent), Thailand (63 per cent), Rumania (69 per cent), 
Australia (58 per cent), Yugoslavia (58 per cent), Peru (57 per cent), Brazil (57 per cent), 
Belgian Congo (56 per cent), Egypt (53 per cent), Netherlands Indies (53 per cent), 
Lithuania (52 per cent), Argentina (§2 per cent), Algeria (52 per cent). 
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increased further, from about one-half to two-thirds of Germany’s 
total trade, due to the deliberate policy of the National Socialist 
government of restricting imports of manufactures and exports of 
raw materials and foodstuffs. Again, as in our analysis of the direc- 
tion of German trade toward the smaller countries, we witness here 
a considerable change in the structure of German trade since 1933; 
and again this development can be viewed as an accentuation of 
previous tendencies. 

The trade of Japan displays structural tendencies similar to those 
shown by the German trade. We note, indeed, a tendency toward 
a decrease of the compensated trade both in manufactures and in 
raw materials and foodstuffs, As a consequence, the importance of 
the “traditional type of exchange” increases sharply from one-fifth 
of total trade in the ’twenties to one-half in the ‘thirties. Italian 
trade, on the contrary, does not share these movements. 

In France one notices mainly a strong decrease in the importance 
of the “traditional type of exchange,” explained partly by an in- 
crease in the compensated trade in manufactures but mainly by 
increase of “invisible items’ of the balance of payments, i.e., by the 
rising deficit of French foreign trade. 

Like Germany and Japan, the United States shows a decrease in 
the compensated trade in raw materials and foodstuffs, which, after 
having constituted about 70 per cent of total trade in 1925, declined 
to approximately 50 per cent in 1937. This development brought 
about an increase of the “traditional type of exchange,” which is 
explained by the fact that the United States was still increasing 
the exports of manufactures at the expense of the exports of raw 
materials and foodstuffs without materially altering the structure 
of imports. 

In the U.S. S. R. the most interesting development is the increase 
of the compensated trade in manufactures from 4.4 per cent in 1925 
to between 20 and go per cent. in the ’thirties. Because Russia has a 
passive balance in manufactures, the compensated trade in manu- 
factures stands for exports of manufactures, and its increase shows 
the rising importance of Russian industrial exports. 

In England there is from 1925 to 1931 a steady increase of the 
compensated trade in manufactures as a proportion of total trade. 
A sudden jump upward in 1931 brings this type of trade to 33 per 
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cent of total trade.” Since, at the same time, the commercial deficit 
reaches a peak figure of 33 per cent of total trade, the “traditional 
type of exchange” shrinks in this year to one-sixth of total trade, a 
record low level. Subsequently, this type of trade recovers, but does 
not quite reach its former level. Answering to the new protectionist 
policy, the compensated trade in manufactures falls off decisively 
from 1931 to 1932 and maintains itself from then on ata level which 
is slightly lower than that reached in 1925. The relative magnitude 
of the deficit remains important throughout the ‘thirties, whereas 
no particular change is noticeable for the compensated trade in 
raw materials and foodstuffs. 

The general impression from our short survey of the trade statis- 
tics of individual countries is that no single pattern can describe 
the commodity structure of the foreign trade of all of them. The 
traditional conception that the exchange of manufactures against 
foodstuffs and raw materials is the backbone of foreign trade is 
verified only by a limited number of countries. At least as impor- 
tant are those countries the trade of which is in the main an ex- 
change of foodstuffs and raw materials against foodstuffs and raw 
materials and those the trade of which is more or less equally sub- 
divided into the various categories of interchange which we have 
here distinguished. 

It is therefore also very difficult to point to any definite “law” ac- 
cording to which the commodity structure of foreign trade changes 
in the course of an economic development such as industrialization. 
This pracess does not necessarily lead to either a decrease of indus- 
trial imports or an increase of industrial exports, nor does it lead 
to either an increase of the imports or a decrease of the exports of 
raw materials. It is, however, likely to bring about at least one of 
these developments; and therefore the exchange of manufactures 
against foodstuffs and raw materials, which before the start of the 
process stands for imports of manufactures against exports of food- 
stuffs and raw materials, is likely to diminish and may even vanish 
in the first phase of industrialization and emerge with reversed 
conditions (exports of manufactures against imports of foodstuffs 
and raw materials) at a later stage. How far this development goes 
depends entirely on the particular country. It may even never come 

* See above, p. 136, 
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TABLE 9 


PERCENTAGE DISTRIBUTION OF THE TRADE OF SOME IMPORTANT COUNTRIES IN ACCORDANCE 
WITH THE VARIOUS TYPES OF INTERCHANGE (1913-1937) 


Total (5) 


1913 settee Se cabelas 3.2 

W928 cities hanes i ooe pet 14.2 23.4 18.5 43.9 100.0 
1926 ooo at eric else ete 1.1 28.5 13.8 56.6 100.0 
MODI ois. st tes aed watin stasis 16.4 21.9 20.8 40.9 100.0 
W928 ah hi did ossatazeniaes acasatns 9.3 22.9 19.9 48.7 100.0 
DODD tte eiboesnerrean den tide hacia 0.1 27.1 16.9 55.9 160.0 
VSO eis bonaeawen wun aie 7.4 26.7 16.0 49.9 100.0 
1931 carers 1a chide Pasian ees 17.6 27.2 15.0 40.2 100.0 
1932) Sait eee sae lne ees 10.3 24.0 14.0 51.7 100.0 
1933s hee Ana 7.3 23.9 14.8 54.0 100.0 
1934 hee tienes 3.3 21.2 17.4 58.1 { 100.0 
1935 ik ba secs Bs olsen vies 1.3 20.2 13.4 65.1 100.0 
B93 Gs i555 Since Saleen over ate 6.1 18.3 11.7 63.9 100.0 
DOS Ps. ise austere toca Soon eee ace 3.9 18.6 10.2 67.3 100.0 
DGS sire pistes Ssidianieisereiiiay 3 3 


RODWNAHWWYUADOWN 
Wr Oe Nh AIA OA HN os! 


* Exchange of commodities against ‘invisible items."’ 

+ Exchange of foodstuffs and raw materials against foodstuffs and raw materials. 
t Exchange of manufactures against manufactures. 

§ Exchange of manufactures against foodstuffs and raw materials. 
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TABLE 9—(Continued) 


Gt Total fs) 
ITALY 
19S ic eserndagte tet eae ae 18.4 55.7 25.9 oie 100.0 
1928s boo8 ae etieee ania 17.8 42.5 26.3 13.4 100.0 
1926... fora. cuca ee te ncyet 13.2 34.8 25.0 27.0 100.0 
19275 ctpactearh anastasia Se 16.2 32.2 26.1 25.5 100.0 
W928 cae ne dine 2a ede S! 20.1 37.3 29.3 13.3 100.0 
1929) eases canes dadk one 17.7 37.8 31.6 12.9 100.0 
1990 ois s:28 een Mean erete: 17.7 39.8 33.2 9.3 100.0 
19S Tica aieiet eves BTA ose es 6.4 44.0 29.0 20.6 100.0 
1932) o etn Sia ena. Sees 9.5 45.3 29.3 15.9 100.0 
T9383 ceo a tiie sere Sei 10.6 46.3 30.7 12.4 100.0 
W938 ize ccereasee ves.n tes tine ane 18.8 42.3 31.1 7.8 100.0 
1985 secs sist ee esetneee 19.5 38.3 29.2 13.0 100.0 
1996 ore aha iets 4.2 47.7 28.2 19.9 100.0 
1937 wacacnina xis ten gee 14.0 37.3 22.8 25.9 100.0 
FRANCE 
DOTS aitidbeetediaige ee Gan 
1928 icc ogovenrevien caaats 2.3 
1926 2 toa cantare atenaas 0.3 
192 eos sae Ve akcoa ee telway 2.0 
1928. sists a dele ehae oee eles 1.5 
1929 acute Sg: tnascis Seohahmaecert fede 75 
1930... eee eee ee 10.2 
LOST ipiecag dara Lists cde 16.2 
1932. jot aSiadns eee See 20.4 
| LK ee eee Pe ene 21.2 
VOSS sca eioiessty Od ae otis 12.8 
1935s sas td oale roe fae ss 15.0 
VOS6 5.04 cosh ote ase cael e hyde 24.3 
Jott tlhe aoa Aue sears 27.7 


* Exchange of commodities against ‘‘invisible items.” 

+ Exchange of foodstuffs and raw materials against foodstuffs and raw materials. 
¢ Exchange of manufactures against manufactures. 

§ Exchange of manufactures against foodstuffs and raw materials. 
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(2)t | (3) (4)§ | Total (5) 


UNITED STATES 


MONG ocoss Stok eralenacte cue nteties 15.9 
1925 in sale aise as adder e aa ws 7.6 69.7 100.0 
1926635 3)0 esha RES a ares 3.1 64.4 100.0 
VID iis etn bees See wae 6.4 64,4 100.0 
LOB eo sasivotn ts crig Steet ete Ware 11.5 64.7 100.0 
WDD ikki iadients ont ee ees 8.9 59.2 100.0 
OBO. cieistivises tects Wied watesbistened 11.5 61.8 100.0 
AOS Lo ai acs dasyen esasi8 Syd arhetecs 7.6 60.6 100.0 
LOS 2 sisrctice sponts aa Se aaieies 10.1 65.6 100.0 
OBB 5 chs, sec edetoaeleny wees 7.3 69.1 100.0 
LOS 4 ie cca Siowieiag ed dieee acuane 12.5 66.0 100.0 
LOSS i heeteis wis oletare tne 4.8 59.1 100.0 
V9 30% is ove Bie arene dosterntere: Grandes 0.1 52.1 100.0 
VOB sar g Sueca erate. Saks boule eke aiae 4.5 $2.3 100.0 
TOUS wiearea tele ylostesa hence 
1925 ae Pee suede amet ss 4.4 8.9 
1926 ois Fa Pid ddlea de etAe 4.2 23.4 
W927 ie. eden ae 84es coe ESE 5.1 24.0 
BO 28's scerans cia. s athe serod Paes ‘ 9.8 8.8 
1929 isis sie isn serateneeserenveets 52.5 16.1 29.0 
1930). ste4 ehieguin Hares $00 36.7 15.0 47.2 
IDS 1 a eee bib actin ties 15 29.7 14.5 40.5 
W932 sisicis acd eR eetie% eles eeiene 10 29,3 21.4 38.5 
1953 ang wecl ote netsaedes, 13.0 29.5 28.4 28.5 
1994 atin Sob amion geeaeaians 28.6 37.8 30.7 2.9 
193 Deo asa ee Are date ee eatins 20.7 44.8 23.0 11.5 
1996) of Sd slo Scand Y nese’ 0.3 45.4 19.9 34.4 

d ieaieatag e shsaco era hecoreith alee 20,8 14.4 


* Exchange of commodities against “invisible items.” 

+ Exchange of foodstuffs and raw materials against foodstuffs and raw materials. 
t+ Exchange of manufactures against manufactures. 

§ Exchange of manufactures against foodstuffs and raw materials, 
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TABLE 9—(Concluded) 


(4)§ Total (5} 


UNITED KINGDOM 


DAHNUOR SUPE AR 


* Exchange of commodities against “invisible items.”' 

+ Exchange of foodstuffs and raw materials against foodstuffs and raw materials. 
t Exchange of manufactures against manufactures. 

§ Exchange of manufactures against foodstuffs and raw materials, 


about. Neither Sweden nor the Netherlands, even though they must 
be numbered among the industrialized nations, has reached the 
stage at which it exports manufactures against foodstuffs and raw 
materials. That the structure of the foreign trade of an old indus- 
trial country may be strongly affected by the industrialization of 
new countries we shall now show by reviewing the foreign trade 
of Great Britain during the nineteenth century. 


THE COMMODITY STRUCTURE OF BRITISH FOREIGN TRADE 
SINCE 1854 


In a recent valuable study the yearly foreign trade statistics of 
the United Kingdom have been subdivided into the commodity 
classes of the Brussels classification from 1814 on. Figures for ex- 
ports and reéxports as well as for imports are, however, available 
only since 1854.” 

% Werner Schlote, Entwicklungen und Strukturwandlungen des englischen Aussen- 
handels von 2700 bis zur Gegenwart (Probleme der Weltwirtschaft), Vol. 62 (Jena, 1938), 


pp. 125-132. This work points out (on pp. 11~13) the difference between the Brussels 
classification and the official Board of Trade classification. Schlote gives figures for 
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We have thought it interesting to summarize these statistics ac- 
cording to our method by distinguishing the various categories of 
interchange between commodity groups. Here again we must em- 
phasize that we attribute to this method of presenting the statistics 
of an individual country no other intent or merit than to reveal at 
2 glance the structural development of its foreign trade from a 
certain standpoint. 

Ever since 1854 Britain has had an active balance in the trade 
in manufactured products, a passive balance in the trade in raw 
materials and foodstuffs, and a passive general balance of trade. Con- 
sequently, the meaning of the various categories of interchange 
is the following: The exchange of commodities against “invisible 
items” indicates the relative importance in the total turnover of 
trade of the goods imported, thanks to the active balance of the “in- 
visible items.” The exchange of foodstuffs and raw materials against 
foodstuffs and raw materials stands for the relative importance of 
twice the exports of raw maicrials and foodstuffs. The exchange of 
manufactures against manufactures indicates the importance in 
total trade of twice the imports of manufactures, And the exchange 
of manufactures against foodstuffs and raw materials stands obvi- 
ously for exports of manufactures against imports of raw materials 
and foodstuffs. We have calculated the average percentages of these 
various categories for periods of ten years from 1854 to 1913. For 
the five years, 1925-1929, in order to bring about a higher degree 
of comparability with prewar figures, we give figures in which the 
political separation of Ireland from Great Britain is ignored.” 

Table 10 brings out the fundamental change which has taken 
place in the structure of British foreign trade during the period 
under review. The outstanding fact is the decrease of the “tradi- 
tional type of exchange”—the exchange of manufactures against 
foodstuffs and raw materials—from two-thirds of total trade to a 
proportion varying between one-third and two-fifths. This result 
is produced by the concomitant increase of all the other types of 


general imports, special exports, and reéxports. To get figures for special imports, we 
have subtracted reéxports from general imports, and our method of subdividing trade 
into the various classes of interchange has then been applied to the figures for special 
imports thus found and to the figures for special exports directly given by Schlote. 

“ The basic figures are given by Schlote, loc. cit. See also op. cit., Pp- 40-41. For an- 
nual figures from ig25 to 1937 (excluding Eire), see table 9. 
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interchange, and is absolutely clear-cut until the decade 1894-1903. v 
The increase in the share of the exchange of manufactures against 
manufactures is a particularly striking consequence of the “‘catch- 
ing up” of countries like Germany and the United States, which sold 
increasing amounts of manufactured products on the English mar- 
ket. The increase of the compensated exchange in raw materials and 
foodstuffs, though less conspicuous, is important and interesting 
for a country so purely industrial as England. It is due mainly to 


TABLE 10 


PERCENTAGE DiIsTRIBUTION OF BRITISH ForEIGN TRADE IN ACCORDANCE WITH 
VaRIOUS TyPFs OF INTERCHANGE (1854~1929) 


Years (at Totals (5) 
per cent £ 
1854-1863. .......... 100.0 2,820,000, 000 
1864-1873........... 100.0 4,553,000, 000 
(874-1883..........,. 160.0 5,486,000, 000 
1884-1893........... 100.0 5,675 ,000,000 
1894-1903........... 100.0 6, 723,000,000 
1904-1913........... 100.0 9,620,000. 000 
1925-1929 5 ao heed si 100.0 8 , 880,000,000 


{ Etchange of fodstate andrew materia sean Toodsafs and raw material 

j Exchange of manufactures spsinet foodstuts and sax material 
the increase of coal exports and of manufactured foodstuffs such as 
canned goods and beverages. 

The increase of the “traditional type of exchange” from 1894- 
1903 to 1904-1913 is the consequence of a strong decrease in the 
relative—and absolute—magnitude of the commercial deficit. Again, 
this development is brought about by the favorable development 
of English exports in the decade preceding World War I. The slight 
decrease of the compensated trade in manufactures is more than 
offset by the continuing increase in the compensated trade in raw 
materials and foodstuffs. It should be noted that the proportion of 
imports of manufactures in total imports decreased only slightly 
(from 20.5 per cent in 1894-1903 to 19.7 per cent in 1904-1913), 
while increasing substantially in absolute terms, The somewhat 
greater falling off of the compensated trade in manufactures as a 
percentage in total imports and exports in the same period is ex- 
plained by the increase in total exports relatively to total imports. 
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Tn 1925-1929 the distribution of British trade according to the 
various types of interchange had reverted very nearly to the pattern 
of 1894-1903. 

Thus, we see that toward the end of the nineteenth century the 
structure of British foreign trade had become much more complex 
than it had been fifty years earlier. The statement that British trade 
consisted mainly in exports of manufactures against imports of food- 
stuffs and raw materials was still a valid generalization for the period 
1854-1863. For the decade 1894-1903 it had become a distortion 
of the facts. 


HIsTORICAL IMPORTANCE OF THE TRADITIONAL VIEW OF THE 
Commonity Strauctruret oF Worip TRADE 


Our calculations for world trade as a whole show that the tradi- 
tional view that world trade is based primarily upon the exchange 
of manufactures against foodstuffs and raw materials is not even ap- 
proximately correct. The preceding statistical analysis has brought 
out the importance of two additional types of the international divi- 
sion of labor, onc consisting in an exchange of certain foodstuffs and 
raw materials against other foodstuffs and raw materials, and the 
other the exchange of manufactures against manufactures. 

Our finding refutes the idea that the division of labor between 
industrial and agricultural countries is the only possible economic 
basis for the expansion of world trade. This belief has found its 
most articulate expression in the so-called “law of the declining 
importance of export trade” which Sombart formulated at the begin- 
ning of the century. Sombart claimed that the gradual industrializa- 
tion of the agricultural countries would lead to a reduction of the 
growth of foreign trade with respcct to the growth of internal trade 
and production.” But Sombart’s “law” prophesied only a relative 
decline of foreign trade and was therefore a rather modest expres- 
sion of a preoccupation which pervaded Germany at the turn of the 
century. At that time Germany had become a predominantly in- 
dustrial nation, and the realization of this fact brought about a grow- 
ing fear of Germany's dependence on foreign countries. This fear, 


* Werner Sombart, Die deutsche Volkswirtschaft im neunzehten Jahrhundert, Chap. 
XIV (Berlin, 1903). In addition to the industrialization of agricultural countries, 
Sombart adduced as a reason for his forecast the increasing capacity to consume on 
the part of the home market. 
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which, curiously enough, coincided with the first wave of alarm in 
England and France over the advances of German industrial exports, 
had several origins. Germany was, of course, apprehensive of being 
shut off from her food and raw material supply in wartime. But in- 
creasing difficulties attending exports and, consequently, imports 
were feared even for peaceful times. 

Germany looked at the rising American industries and at the 
growth of manufacturing in Russia and Italy and other “new” 
countries with much the same alarm as England looked at German 
competition. Let us quote one particularly naively concise expres- 
sion of this alarm: 


America wants to sell not only bread to Europe, but also everything 
else by the sale of which Europe could buy bread for herself. America 
wants to sell not only to Europe, but also to all the other countries buying 
now from Europe so that eventually Europe will have nothing left with 
which to pay for the bread. Such a state of affairs is of course bound to 
lead one day to a big catastrophe.” 


In addition, the possibility of an abandonment of free trade by 
Great Britain was a constant preoccupation of German govern- 
ments. But if one accepts the view that world trade can be based only 
upon the exchange of manufactures against foodstuffs and raw ma- 
terials, then any springing up of new industries in “agricultural” 
countries, whether nurtured by tariffs or not, would endanger the 
export possibilities of the old industrial nations. 

In part, the “terror of becoming a predominantly industrial 
state’ had origins of a social and military order. But economically 
it was the outcome of another “terror,” the industrialization of the 
rest of the world, which, it was chought, would soon deprive Ger- 
many of her markets abroad. Thus, in the minds of the public and 
of many economists, the increasing importance of German foreign 
trade was coupled with an increasing precariousness of its economic 
basis. These views furnished one of the main arguments for the 
stepping up of agricultural protection under the Chancellorship of 


" Emil Schalk, Der Wetthampf der Volker mit besonderer Bezugnahme auf Deutsch- 
land und die Veremigten Staaten von Amerika (Jena, 190%), p- 53- Against these “theo- 
ries,” see the writings of one of the lone defenders of free trade in Imperial Germany, 
Karl Dietzel, Der deutsche-amerikanische Handelsvertray und das Phantom der ameri- 
kanischen Industrickonkurren: (Berlin, 1903), ist Maschinenausjuhr wirtschaftlicher 
Seibstmord? (Berlin, 1907). 

* Ludwig Brentano, Die Schrecken des tiberwiegenden industriestaates (Berlin, 1901). 
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Biilow.” The policy of agricultural protection could, indeed, be 
considered as insurance against the day which would see the cessa- 
tion of industrial exports and, consequently, of agricultural imports. 

It was believed, however, that there was a possibility of pre- 
venting the collapse of foreign trade, either by obtaining sufficient 
colonies or, directly, by preventing the industrialization of foreign 
nations. Because of the increasing industrialization of other coun- 
tries, particularly the United States, Russia, Japan, and India, the 
argument was made that the only means of obtaining future outlets 
for German industrial exports would be by an extension of German 
territory abroad. For this, in order to obtain and to hold colonies, a 
strong fleet was indispensable. This reasoning can be found repeat- 
edly in a collection of essays in 1900 by German economists trying 

‘to convince the public of the necessity of naval armaments.” The 
alarm cry, “export or die,” is one of the many slogans which Hitler 
did not invent. At the turn of the century, when Germany first real- 
ized her growing dependence on foreign countries, this cry was heard 
continuously, By the foregoing reasoning it was turned into “build 
a fleet or die,” without, however, being drawn to its ultimate gloomy 
and somewhat paradoxical consequence, which would be “wage a 
war or die.” 

There is evidence that the fear of the ultimate collapse of for- 
eign trade inspired also a more direct. policy: the attempt to pre- 
vent the industrialization of other countries, Here we must again 
refer to Viner’s statement that predatory dumping, ie., dumping 
with the intent of crushing foreign industry, has been practiced by 
Germany on a larger scale than by any other country, particularly 
in Italy.” 

‘The monopoly of the German chemical industry before World 
War I is a well-known fact. Accusations similar to those heard 
recently were voiced in 1914 in the United States by Secretary of 
Commerce W. C. Redfield. He said: “When peace shall come... it 
will hardly be said again to any Secretary of Commerce of the United 


* Alexander Gerschenkron, Bread and Democracy in Germany (Berkeley. 1949), pp- 
60-67. 

*Paul Voigt, “Deutschland und der Weltmarkt,” in Handels- und Machtpolitik, 
Vol. I (Stuttgart, 1g00), pp. 196 {f.; also, Max Sering, “Die Handelspolitik der Gross- 
muichte und die Kriegsflotte,” op. cit., Vol, II, PP: 32 ff. 

* See above, pp. 55 £. 
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States that the German Dycstuff Verein will not ‘permit’ the estab- 
lishment of an American dyestuff industry.”” The Russians likewise 
complained that the commercial treaty which was imposed on them 
in the critical year 1904 contained, not only very high German tariffs 
against the Russian agricultural exports, but also very low Russian 
tariffs for industrial imports from Germany, so that Russian “infant 
industries” suffered from a continuous undernourishment. 

I do not wish to imply that the policy of trying to prevent in- 
dustrialization was as integral a part of German foreign economic 
policies before the First World War as it has been recently. But 
attempts in this direction certainly existed, and they were sufficient 
to arouse widespread apprehension and national resentment abroad. 
Often the setting up of German industries abroad was construed 
simply as an attempt by Germany to supervise the industrialization 
of other countries when she was unable to prevent it entirely.” 

Thus, the mistaken idea that German foreign trade was threat- 
ened with collapse if the agricultural countries became industrial- 
ized had most serious consequences for peaceful international 
relations, Anticipation of this development produced a weighty 
argument for agricultural protection, whereas simultaneous efforts 
to stave it off contributed to the policy of naval armaments and led 
to a first attempt on the part of Germany to shape the economic 
development of other sovereign countries. All these policies of Im- 
perial Germany have been carried forward by the National Socialist 
government, 

We do not suggest that the traditional concept of the commodity- 
structure of world trade is alone responsible for the emergence of 
these policies. Considerations of economic and political power 
would amply warrant an attempt to prevent the industrialization 
of agricultural countries; and, from the purely economic standpoint, 
it is also understandable that German industries tried to bar the 
establishment of possible competitors abroad. The policy of agri- 
cultural protection and naval armnaments can also be explained in 


*Speech of October 16, 19:7, quoted from Bureau of Foreign and Domestic Com- 
merce, German Trade and the War (Washington, 1918), p. 15; cf. also the preface of 
A. Mitchell Palmer, wartime United States Alien Property Custodian, in Stanley Frost, 
Germany’s New War Against America (New York, 1g19), 

"Cf. Henri Hauser, Les méthodes allemandes dexpansion économique (Paris, 1915), 
(English translation, Germany's Commercial Grip on the World [New York, 1919]), 
PP. 250-251. Also see above, p. 56. 
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terms of class or national power interests. The traditional view of 
the commodity-structure of world trade may then be considered as 
a rationalization of these interests in terms of economic analysis. But 
undoubtedly this very rationalization gave an added weight and im- 
petus to their pursuit. 

If we refer to a historical parallel, we may say that it would cer- 
tainly be wrong to regard mercantilist views on the balance of trade 
as entirely responsible for the aggressive commercial policies of the 
seventeenth and eighteenth centuries. But supposed interests play 
their part in shaping actions, and economic theories play their part 
in creating interests. In this sense both the mercantilist theory of 
the balance of trade and the idea that world trade can only be based 
upon the division of labor between industrial and agricultural 
countries had a disruptive effect on international economic and po- 
litical relations. 

Any future reconstruction of world trade should take into account 
the complexity of its structure which our statistics reveal. On the 
one hand, it is certainly necessary to eradicate the attitude of many 
nations which feel degraded if they do not produce their own re- 
frigerators and their own automobiles. But it is equally important 
for the industrial nations not to feel alarmed at the establishment of 
any new industry in any country classified as “agricultural.” 

We have touched here upon this feeling of alarm and its conse- 
quences only so far as Germany is concerned. But it has been a 
feature of all countries which have arrived at industrial maturity. 
An ancient statute, more honored by the breach than by observance, 
prohibiting the export of machinery was repealed in England a cen- 
tury ago. But the old belief that exports of this category means 
political and economic suicide for the “old” countries has never 
been abandoned, in part, we suspect, because it reintroduces the 
classical element of tragic fatality into modern life. ‘The policy of 
all countries during the period of mercantilism was to prevent the 
spreading out of their particular skills and industrial arts. But this 
vestige of mercantilism has assumed a most beguiling disguise—-that 
of the maintenance of a “‘sound” international division of Jabor. 

An encouraging aspect of present thought on postwar reconstruc- 
tion is therefore the radical change from the traditional outlook 
in this respect. ‘Today, schemes for the future industrialization of 
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underdeveloped countries, such as China and those in southeastern 
Europe, are proposed and discussed in many quarters; and the future 
economic mission of the older industrial countries is conceived Jess 
as the mechanical workshop of the world than as the initiator and 
educator in industrial processes. 

International trade has nothing to fear from these developments, 
since there will probably always remain a fruitful division of labor 


TABLE 11 


PERCENTAGE DitstriBution OF THE ToTaL TRADE OF Forty -SEVEN COUNTRIES 1N 
ACCORDANCE WITH THE VARIOUS TYPES OF INTERCHANGE (1925-1937) 


Total (5) 

100.0 

100.0 

100.0 

; 100.0 
9.7 100.0 
12.5 100.0 
15.9 100.0 
15.5 100,0 
14.8 100.0 
15.0 100.0 
13.0 100.0 
13.7 100.0 
14.1 100.0 


* Exchange of commodities against “invisible items,” 

Ueceses of foodatuffa and raw materials against foodatufls and raw materials. 
Exchange of manufactures against manufactures. 

§ Exchange of manufactures against foodstuffe and raw materials, 


between the various countries and parts of the world. But it is highly 
improbable that any particular pattern of the international divi- 
sion of labor will last forever. The transition from one pattern to 
another will certainly involve the drying up of certain types of com- 
modity flows and the opening up of new types. Such a transition will 
present many adjustment difficulties which might best be solved by 
the establishment and extension of effective international controls. 
But to conclude that world trade is doomed because the traditiona] 
pattern of the international division of labor seems imperiled is one 
of these flights of the imagination at the start of which we finda lack 
of real imagination: an incapacity to conceive of a state of affairs 
radically different from that with which we have been acquainted. 


APPENDIXES 


APPENDIX A 


Note on Statistical Methods 


The index of preference for small trading countries (Chapter V).—Ac- 
cording to the notation adopted on page 87 and following, we have 
three series: 


1) The total amounts of exports of the various countries with which X 
trades, denoted by E,, F,,:--, E,; 

2) The various amounts of imports taken by country X from these 
countries, denoted by i,, i,,°++, 3 

3) The ratios of percentages resulting from the division of the elements 


ie In 


of series (2) by the elements of series (1) denoted by = 7. 
1 2 n 
In order to study the preference of X’s imports for small trading coun- 
tries, we are interested, not in the correlation between series (1) and (2), 
which is almost certain to be positive, but in the correlation between 
series (1) and (3). The coefficient of correlation for these two series can 
be written, according to the product-moment formula, as follows: 


(Ree Ms) (= = Mum) 
(a) r= K 


N* OE* Gi/E 


where Mg, is the arithmetic mean of series (1) and og its standard devia- 
tion, and where M,/, is the arithmetic mean (unweighted average) of 
the ratios composing series (3) and oj/g their standard deviation. 

By multiplying gg - oj/g and developing the right side, we obtain: 


(b) r° cE: cite = Mi — Mg: Mite 


where M, is the arithmetic mean of country X’s imports from the various 
countries [series (2)}. 
Introducing the coefficients of variation 


ven f=: Wig = 
Meg oa Mitr 
and dividing by Mg - Mi/z, expression (b) gives 
r:v - Vil = _— Mi — I 
. cas Ms: Mite 
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(c) pee ge nee 
Mi Itr: Vs" Vilg 
Me 


The left side of this equation is the quotient of the unwcighted and 
the weighted average of the ratios acquired by country X in the exports 
of its trading partners; or, in other words, it is the average of the ratios 
divided by the ratio of the averages. The index of preference for small 
countries calculated by us is nothing but this expression multiplied for 
convenience by 100. The right side of the expression contains the justi- 
fication of the index. By r we have expressed the correlation between the 
trade totals of the various countries and the percentages acquired in these 
totals by the trade of country X. The index of preference is therefore 
equal to 100 where there is no correlation; it is superior to 100 when 
the correlation is negative (high percentages associated with small trade 
totals); and it is inferior to 100 when the correlation is positive. 

The value of r determines, therefore, whether the preference of a 
country’s trade is on the whole for the large or for the small trading 
countries, and it also determines the strength of this preference. The 
presence in our formula of the two coefficients of variation, however, 
means that, with a given positive (or negative) value of r, che preference 
for large (or small) trading countries increases with the relative dis- 
persion of the two series. That this is fully justified, given the phenome- 
non we want to measure, may easily be seen by supposing that country 
X trades only with two countries of unequal size; then, the value of r 
is necessarily + 1, provided only that the value of the two percentages 
or of the two export totals is not the same (in these, r would be 0). But 
the preference for the large or the small trading countries is the more 
pronounced the greater the difference between the two percentages 
acquired in the trade of the two countries and also the greater the differ- 
ence between the volumes of total trade of the two countries with which 
X trades. The first point is obvious, and the validity of the second be- 
comes clear if we consider that our phenomenon increases also when, 
with an unchanged distribution of X’s trade, the trade totals of its 
trading partners change so as to make the small trading countries smaller 
and the large trading countries still larger. 

The fact that, in addition to r, our expression contains only the two 
coefficients of variation shows that our index is a pure number having 
no reference to any unit of measurement. This would not have been 
truce if we had formed the difference instead of the quotient of the 
weighted and unweighted averages.* 

* This difference could have been formed by dividing equation (b) above by Mg only, 
We would then have obtained an expression which is due to Karl Pearson, the deriva- 
tion of which may be found in G. U. Yule and M. G. Kendall, An Introduction to the 
Theory of Statistics (London, 1940), pp. 302-304. 
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Our measure should be capable of rendering services in the measure- 
ment of similar phenomena in economic and demographic statistics. 
Thus, for instance, the attraction of certain sections of the population 
according to religion, profession, etc., to small or large cities could be 
measured in similar ways. 

The index of concentration (Chapter IV).—The statistical treatment of 
the concept of concentration is historically connected with the measure- 
ment of income concentration, Some indices devised for this purpose, 


é 
vA 


O G A 


Fig. 3 


such as Pareto’s, are parameters of certain functions describing the 
income distribution. Among the devices which, on the contrary, are in- 
dependent of the particular function to which the income distribution 
might be fitted, the best known is the Lorenz curve which, as has been 
shown mainly by Italian statisticians, is closely connected with the vari- 
ous measures of relative dispersions.* 


?In figure 3, OCB is the Lorenz curve and OB the equidistribution line, i.e., the line 
wich which the Lorenz curve would coincide if there were no concentration. The length 
of OA and of AB is unity. Then, if we draw a line vertically through the midpoint (G) 
of OA, the segment FE of this line contained between the Lorenz curve and the equi- 
distribution line is half the quotient of the mean deviation from the median and 
the mean. If we draw a parallel to the eqttidistribution line so as to make it tangentiai 
to the Lorenz curve and draw a vertical line through the point of tangency C, the 
segment CD of this line is equal to half the quotient of the mean deviation from the 


158 Appendix 


Concentration of income and inequality of distribution of income are 
one and the same thing. The number of income receivers is irrelevant 
for the concept of income concentration, as has been stated explicitly by 
D. B. Yntema in a study of the various indices proposed.’ In various in- 
stances, however, the number of elements in a series the concentration 
of which is being measured is an important consideration. This is so 
whenever concentration means “control by the few,” i.e., particularly in 
connection with market phenomena. Control of an industry by few pro- 
ducers can be brought about by equality of distribution of the individual 
output shares when there are many producers or by the fact that only 
few producers exist. One of the well-known conditions of perfect compe- 
tition is that no individual seller should command an important share 
of the total market supply; this condition implies the presence of both: 
relative equality of distribution and of large numbers. The notion of 
concentration which one has in mind when speaking of industrial con- 
centration is thus seen to be more complex than the concept of income 
concentration. Therefore, the methods which have been devised to meas- 
ure the concentration of income are inadequate for the measurement of 
the concentration phenomenon with which we are here concerned. An 
extreme case is this: If we would try to read off from a Lorenz graph 
the degree of concentration of an industry in which two firms divided 
between themselves the total output, we would have to conclude that, 
because the Lorenz curve would coincide with the equidistribution line, 
there is no concentration.‘ 

Concentration of control or of power over a corporation, over the 
market in one industry, or over the foreign trade is not only a direct 
function of the relative inequality of distribution or dispersion, but also 
a reciprocal function of the number of stockholders, of producing firms 
in the industry, and of importing and exporting countries. 


mean and the mean. Finally, the area bounded by the Lorenz curve and the equi- 
distribution line, if divided by the triangle OAB, can be shown to result in the quotient 
of the “mean difference” and the mean. The “mean difference” is a measure of dis- 
persion proposed by Corrado Gini; it consists in the average of all the differences 
which can be formed between the elements of a statistical series, The easy proofs of 
these theorems can be found in Gini, “Sulla misura della concentrazion e e sulla varia- 
bilita dei caratteri,” Atti del R. Instituto Veneto di Scienze, Lettere ¢ Arti, Vol. LXXIV, 
Part II (1913~1914), pp. 1229-1233, and Gaetano Pietra, “Delle relazioni fra gli indici 
di variabilita,” op. cit., Vol. LXXIV, Part II, pp. 775~784. 

*). B. Yntema, ‘Measures of the Inequality in the Personal Distribution of Wealth 
and Income,” Journal of the American Statistical Association, Vol. 28 (December, 1933), 
Pp. 423. 

* This shortcoming of the Lorenz curve has been recognized in Monograph No. go 
of the Temporary National Economic Committee, “Survey of Shareholdings in 1710 
Corporations with Securities Listed on a National Securities Exchange” (Washington, 

1941), page 48, note 3. As a remedy the authors propose to add to the Lorenz curve “a 
second and entirely independent figure, the reciprocal of the number of shareholders.” 
‘This cumbersome procedure would be rendered unnecessary by the adoption of an 
index taking into account both factors upon which concentration depends. 


Appendix TD? 


As an index, meeting these two requirements, we propose the square 
root of the sum of the square of the elements in the series when these 


elements are expressed as percentages of their sums. 
If a,, 4,,---, a,-++, &, are the elements of an ungrouped statistical 


series, and if we have >> ax = A, then the index is 
I 
cal é : 100} = ax? 
ONG AVD* 


To prove that this index fulfills the two requirements outlined above, 
we shall develop the standard deviation of the series, the arithmetic mean 


of which is equal tof, 
n 


Squaring and multiplying by n, 


n A 2 n 2 
nt = (aA) = rat 
4 n I n 
A? . 
Dividing by — , and rearranging, we have 
n 
g uy 
—+1=—-. ax? 
(1) At ae 
nt 


In order to compare the dispersions of series with different arithmetic 
means, one uses the coefficient of variation 


y < Standard deviation 
= 
mean 


Therefore, by substituting in (1) 


and Ca 10 fe 


- Cr 


we may write v? + 1 = oat 


(2) Cm 100 4{¥" I 
n 
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This result shows clearly that the two conditions which any index of 
our concept of concentration should mect are fully realized by the meas- 
ure here proposed: It increases with the relative dispersion v and de- 
creases with the number n of the elements of the series. 

Objection might be raised that any number of indices satisfying the 
two conditions could be devised and that the adoption of our index 
could only be the result of an arbitrary choice. Our reply is that it has 
always been the problem of descriptive statistics to substitute some spe- 
cific algebraic function for a broad type of “behavior” required by the 
characteristics of the phenomenon which is to be measured. The choice 
of the specific function is generally made on grounds of simplicity, intel- 
ligibility, expediency, or connection with mathematical statistics. All 
these reasons favor the adoption of our index: 


1) it is directly and simply related to the standard deviation which, for 
the very reasons just stated, is the most generally accepted measure of 
dispersion; 

2) it evolves, as was shown above (p. 156), from 0 to 100, a clear advan- 
tage for the interpretation of the various values of the index; 

3) the index is easily intelligible and readily calculable. The series the 
concentration of which we want to measure is often given in percentage 
form already in the statistical source material (as, e.g., in the statistics 
relating to the distribution of foreign trade according to countries of 
destination and origin). If this is so, the computation of our index is 
considerably easier than that of the standard deviation, as all one has 
to do is to square the percentages and extract the square root from the 
sum of the squares. 


Applications of the index of concentration to grouped or incomplete 
data.—A final advantage of the index is that it is applicable to grouped 
or incomplete data. In problems of geographical concentration, €.g., 
concentration of resources, of production, and of foreign trade according 
to countries, it is often possible to know the distinct value of every single 
item entering into the distribution. As to industrial concentration, the 
hearings before the Temporary National Economic Committee have dis- 
closed some of the production data for single firms in certain branches 
of industry, e.g., the petroleum industry. But, generally, data relating 
to activities of single firms or corporations are withheld from the public, 
and special precautions are often taken to this end in presenting the 
statistics.© But even when no individual data are accessible the applica- 
tion of the index is possible when somewhat detailed frequency distribu- 
tions are available. These distributions give for definite asset classes the 
number of enterprises and the amount of assets. Assuming equal distri- 

* In the statistics of income of corporations, two income groups are classed together 


whenever in one class there is only one corporaton, For an analogous precaution, see 
National Resources Committee, The Structure of the American Economy, Part I (Wash- 


ington, 1939-1949), p. 262. 
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bution within the frequency classes—the same assumption is implied 
when in a Lorenz graph—one draws a straight line from one known point 
to the next. It is thus possible to give definite values to every single item 
through dividing the amount of assets by the number of enterprises to 
which they belong. 

This procedure of course entails a certain amount of error (the nar- 
rower the frequency classes, the less this error will be), but this error is 
limited and is always in the same direction, since the value of the index 
will naturally always be lower than it would have been had the exact 
value of the single items been known. 

It sometimes happens that we know in a series the individual sizes of 
the largest items, the rest being lumped together under the heading 
“other firms,” “other countries,” etc. In this also the approximate de- 
termination of the value of the index remains feasible, and we can even 
set a maximum and minimum limit to its possible values, Let us suppose 
that the four largest producers in an industry account for 40, 25, 10, 
and 5 per cent, respectively, of the total output, “other firms” produc- 
ing the remaining 20 per cent. Then the index of concentration will be 


V 1600 F685 100-485 + p= 2550-4 P, 

p standing for the sum of the squares of the remaining items. The value 
of p depends on the size of these items; and;'as no item may be larger™ 
than 5, the smallest of the four largest percentages, the upper limit for 
P is 4 X 5° = 100, The lower limit for p is 0, which is approached as we 
assume the remaining items always to be smaller in size and larger in 
number. If we know the number of the remaining items, the lower limit 
rises to the value given by the assumption of no dispersion, i.e., of equal- 
ity of all items. Thus, if the remaining items, making up a total of 20 per 
cent, are ten in number, the lower limit for p would be 10 & 2? = 40, 

In other words, as was to be expected, the upper limit of p increases 
with the size of the percentage to be accounted for by the remaining items 
(Iet us call it k). But it is of interest to note that this upper limit depends, 
furthermore, on the size of the smallest of the known items, whereas the 
lower Jimit depends on the number of the remaining items and, given 
constant finite numbers, increases with k. It is thus seen that an increase 
of k does rot lead necessarily to a widening of the limits and to a greater 
uncertainty concerning the value of the concentration index. This is 
shown by the following example: 


Industry 1 Industry 2 
Largest producer . . . . . 40 30 
Second largest producer . . . 25 20 
Third largest producer... 10 17 
Fourth largest producer . . . 5 8 
Twenty remainingitems . . . , 20 30 


100 100 
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Sum of squares of detailed items 

Upper limit of sum of squares of 
undetailed items . bree 

Lower limit of sum of squares of 
undetailed items . ote 

Index of concentration asa mean 
of its upper and lower limit, 
with indication of limits 


2350 
100 


20 


49-% + 0.4 
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1598 
go 


45 


40.8 + 0.3 


This example shows also that even when an apparently large percent- 
age is left undetailed by the statistical data, a rather narrow circumscrip- 
tion of the value of the concentration index may still be possible. 
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Resolutions of the Paris Economic 


Conference of the Allies, fune, 1916 


WE HAVE QUOTED (on pp. 60-61) the preamble to the Paris Resolutions. 
The following is the text of the resolutions pertaining to postwar eco- 
nomic policy. 
B 
TRANSITORY MEASURES FOR THE PERIOD OF COMMERCIAL, INDUSTRIAL, 
AGRICULTURAL, AND MARITIME RECONSTRUCTION OF 
THE ALLIED COUNTRIES 


I 


The Allies declare their common determination to ensure the re- 
establishment of the countries suffering from acts of destruction, spolt- 
ation, and unjust requisition, and decide to Join in devising means to 
secure the restoration to those countrics, as a prior claim, of their raw 
materials, industrial and agricultural plant, stock, and mercantile fleet, 
or to assist them to re-equip themselves in these respects. 


It 


Whereas the war has put an end to all the treaties of commerce between 
the Allies and the Enemy Powers, and whereas it is of essential impor- 
tance that, during the period of economic reconstruction which will 
follow the cessation of hostilities, the liberty of none of the Allies should 
be hampered by any claim put forward by the Enemy Powers to most- 
favoured-nation treatment, the Allies agree that the benefit of this treat- 
ment shal] not be granted to those Powers during a number of ycars 
to be fixed by mutual agreement among themselves. 

During this number of years the Allies undertake to assure to each 
other so far as possible compensatory outlets for trade in case conse- 
quences detrimental to their commerce result from the application of 
the undertaking referred to in the preceding paragraph. 


Ill 


The Allies declare themselves agreed to conserve for the Allied coun- 
tries, before all others, their natural resources during the whole period 


1Quoted from H. W. V. Temperley, A History of the Peace Conference of Paris, 
Vol. ¥ (London, 1921), pp. 367-369. 
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of commercial, industrial, agricultural and maritime reconstruction, and 
for this purpose they undertake to establish special arrangements to 
facilitate the interchange of these resources. 


Iv 


In order to defend their commerce, their industry, their agriculture 
and their navigation against economic aggression resulting from dump- 
ing or any other mode of unfair competition the Allies decide to fix by 
agreement a period of time during which the commerce of the enemy 
powers shall be submitted to special treatment and the goods originat- 
ing in their countries shall be subjected either to prohibitions or to a 
special regime of an effective character. 

The Allies will determine by agreement through diplomatic channels 
the special conditions to be imposed during the above-mentioned period 
on the ships of the enemy powers. 


v 


The Allies will devise the measures to be taken jointly or severally for 
preventing enemy subjects from exercising, in their territories, certain 
industries or professions which concern national defence or economic 
independence, 


Cc 


PERMANENT MEASURES OF MUTUAL ASSISTANCE AND COLLABORATION 
AMONG THE ALLIES 


I 


The Allies decide to take the necessary steps without delay to render 
themselves independent of the enemy countries insofar as regards the 
raw materials and manufactured articles essential to the normal devel- 
opment of their economic activities, 

These steps should be directed to assuring the independence of the 
Allies not only so far as concerns their sources of supply, buc also as 
regards their financial, commercial and maritime organization. 

The Allies will adopt the methods which seem to them most suitable 
for the carrying out of this resolution, according to the nature of the 
commodities and having regard to the principles which govern their 
economic policy. 

They may, for example, have recourse either to enterprises subsi- 
dized, directed or controlled by the Governments themselves, or to the 
grant of financial assistance for the encouragement of scientific and tech- 
nical research and the development of national industries and resources; 
to customs duties or prohibitions of a temporary or permanent charac 
ter; or to a combination of these different methods. 

Whatever may be the methods adopted, the object aimed at by the 
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Allies is to increase production within their territories as a whole to a 
sufficient extent to enable them to maintain and develop their economic 
position and independence in relation to enemy countries. 


IT 


In order to permit the interchange of their products, the Allies under- 
take to adopt measures for facilitating their mutual trade relations both 
by the establishment of direct and rapid land and sea transport services 
at low rates, and by the extension and improvement of postal, tele- 
graphic, and other communications. 


NI 


The Allies undertake to convene a mecting of technical delegates to 
draw up measures for the assimilaton, so far as may be possible, of their 
laws governing patents, indications of origin and trade marks. 

In regard to patents, trade marks, and literary and artistic copyright 
which have come into existence during the war in enemy countries, the 
Allies will adopt, so far as possible, an identical procedure, to be applied 
as soon as hostilities cease. 

This procedure will be elaborated by the technical delegates of the 
Allies. 

D 


Whereas for the purposes of their common defence against the enemy 
the Allied Powers have agreed to adopt a common economic policy, on 
the lines laid down in the Resolutions which have been passed, and 
whereas it is recognized that the effectivencss of this policy depends 
absolutely upon these Resolutions being put into operation forthwith, 
the Representatives of the Allied Governments undertake to recommend 
their respective Governments to cake without delay all the measures, 
whether temporary or permanent, requisite for giving full and complete 
effect to this policy forthwith, and to communicate to each other the 
decisions arrived at to attain that object. 
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